





LOOKING AHEAD TO EARLY 1945 « 





b pat got the house too hot by careless 
firing of the furnace, so he’s trying to 
heat all outdoors by opening the windows. 

Through wasteful practices, he isn’t 
being fair to his own family, or to other 
families using coal. He isn’t helping 
America. 

This winter it’s vital to conserve coal 
as never before. This isn’t because les 
coal is being produced. Actually, millions 
more tons are being mined this year than 
last — by fewer men. Quite a tribute to 


mine owners and miners alike! There are 


adequate tacilities for hauling coal to your 
city. But certain grades and sizes of coal 
are needed for war production. And, in 
addition, your local coal dealer is handi- 
capped by a shortage of manpower, trucks 
and tires. So be patient with him. Order 
hefore you’re down to your last shovelful. 

And conserve the coal he is able to 
deliver to you through firing carefully, 
closing off unused rooms, pulling down 
shades at night and through other simple 
precautions. For other suggestions see 


your coal dealer. 





Warm—but not fair! 


One of the biggest jobs of the C & O 
Lines is hauling coal from the mines 
along its routes, so we're in a position to 
understand the problem, and to know 


how essential coal is these days. 





Chesapeake & Ohio Lines 
CHESAPEAKE AND OHIO RAILWAY 
NICKEL PLATE ROAD 
PERB MARQUETTE RAILWAY 


Save Coal— and Serve America 
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WALL STREET 


Iron Cavalry 


D-Day fell on December 7, 1941 for 
the nation’s railroads. Equipment was 
at a relatively low ebb following a 
back-breaking recovery from the un- 
happy years of 1930-1935. The car- 
riers had little steam up for the biggest 
job in their history. They looked back 
to 1917-18 with gloomy forebodings 
—a grim aspect shared by many civil- 
ian observers. However, railway man- 
agement and labor faced the job 
that looked impossible and did _ it! 
From the point of view of railroad 
management, the most encouraging 
aspect of all is that the railways have 
paid their own way; no government 
money has subsidized this task. 











RAILROADS 


= 7 MATURAL, SUPPURS, SITS, EC. 
Ht BUR 95% 





EME 


Backbone of U. S. Transport: Its war 
answer was ‘‘Highball!’’* 

Some $18 billion of railroad securi- 
ties are currently held by the public, 
whose contact with railroads at war 
has been largely limited to crowded 
trains and inability to get reservations. 
To project the over-all picture of what 
the carriers have accomplished and 
how it will affect their future, the na- 
tionwide investment firm of Merrill 
Lynch, Pierce, Fenner & Beane offers 
a comprehensive study entitled, “RatL- 
ROADS.”+ It is packed with facts and 
analyses. Example: the rails are en- 
joying a new resurgence, showing a 
substantial improvement in finances in 
recent years. 

The study analyzes 22 solvent and 8 
reorganization carriers, giving a com- 
prehensive picture of each, including 
earnings, capitalization, fixed charges, 
financial position, post-war outlook, 
etc. Favorable and unfavorable aspects 
are presented clearly and candidly. 

Unusual, informative and unbiased, 
“RAILROADS” provides interested inves- 
tors with factual data, invaluable in 
assessing investment possibilities. 

Railroaders’ parlance for ‘“‘Push it through—a clear 
road ahead’. 

+Copies of “Railroads” will be sent without cost or 


obligation. Address requests to: Merrill Lynch, Pierce, 
Fenner & Beane, 70 Pine Street. New York 5, N. Y. 


273 





> , 


LESSEE SEES ERE ES ES EE EEREER Ges 


ee 





PESRESEESSECEECEESCECEE CEES OE! 


Season's Greetings 


HIS season of the year has a way of bringing us all closer together — 
because we take time out of our busy lives to think about and remember 


each other. 


But, today, we are closer than ever because of our common hopes and sac- 
rifices. We are one, too, in the determination to win this war — totally — 
and to establish the kind of world in which we would like to have our children 


live. 


The cost has been great indeed so that, from the struggle between the forces 
of light and darkness, a better world must emerge. But it will depend upon us 


—upon you and me—on how wisely we use what we have learned. 


This great holocaust has taught us many things. The greatest of these is 
the truth that love rather than hate is the real foundation for happiness—for 
success—for peace on earth. That time and space have been eliminated. That 
“Love Thy Neighbor As Thyself” is not a mere truism but a practical essential 


for creating that sympathetic understanding which brings goodwill to men. 


By building these truths into the world of tomorrow, the miracle of real 
civilization will have been accomplished. This is the precious prize in today’s 
great adventure. 

And, what is more, we each have the power of sharing in its creation, and 
our individual efforts piled one on another can be a mighty cornerstone in the 


foundation for a new and better life. 


To you—our friends and subscribers with whom we have a great and sym- 


pathetic bond—with all our hearts we wish you and yours well in the year 
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Peace terms every man 


should make NOW/ 


The war is still on . . . and will be for some time to come. 

But right now—before the war ends—every man in America 
has an unprecedented opportunity to make terms with him- 
self for his own peace ... his peace of mind. 

For now, as never before, a man should look at his wife 
and family and say, “What can I offer them for the future?” 

Now, as never before, a man should look at his house and 
worldly goods and say, “How can I improve these so my 
family may better enjoy life?” 

Now, as never before, a man should look at tomorrow and 
say, “How can I best prepare for some unforeseen emer- 
gency which might affect my family?” 


And now, as never before, every man in America has a 
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chance to answer all these questions—an opportunity to pro- 
vide for the future. 


That opportunity is War Bonds. No doubt you are buying 
War Bonds through the Payroll Saving Plan. Arrange to buy 
more War Bonds. All you can afford. More than you thought 
you could afford. 


What’s even more important—don’t cash in those War 
Bonds before they mature. Stick them away in a safe place 
—and forget about them till you can reap the full harvest 
on them. 
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Now is the time to make your plans for peace of mind. {the re 
It’s something you owe yourself ... owe your family. Buy pr if the 
War Bonds and hold onto them! ip to n 
benefit. 
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MAGAZINE OF WALL STREET 


E. A. Krauss, Managing Editor 


The Trend of Events 


REVIVAL OF STOCK SPLIT-UPS ... The current series 
pf stock split-ups, announced or contemplated, brings 
10 mind the wave of split-ups in the early Twenties but 
jt is difficult to assume that a movement of similar ex- 
tent is immediately impending. What may happen after 
the war, or even when reconversion begins in earnest, is 
another story; granting tax relief, smooth reconversion 
nd promising business prospects, a good many com- 
anies then may probably want to capitalize their war- 
ime increment in resources. But it seems reasonable to 
xpect that such decisions will be deferred until restora- 
ion of peace if not clarification of the outlook beyond. 
f course there will always be exceptions. 
Recent strength and activity of stocks to be split once 
nore proves that the custom of revamping capital struc- 
ures along such lines does a great deal to enliven specu- 
ative interest as distinct from investment demand. The 
enuine investor doesn’t particularly care for stock splits 
ince essentially they add nothing to his equity though 
ioderate, sometimes temporary enhancement of its value 
sa frequent feature. His income return is boosted only 
{the regular dividend rate is retained on the new stock 
br if the new rate, on the larger number of shares, adds 
ip to more than the old. Then of course he stands to 
benefit. A case in point is the recently announced three- 
pr-one split of Loew’s common and placement of the 
hew stock on the old $1.50 dividend basis. 
In the majority of split-ups thus far come to notice, 


the primary motive was adjustment of capital structures 
to prospective requirements of expanding postwar busi 
ness. he need for more capital in growing industries 
such as airlines is patent but many well established com- 
panies with exceptional postwar business potentials may 
in the future likewise become candidates for this type of 
capital adjustment or expansion. However, there may 
be other reasons. When stock prices have risen con- 
siderably, managements often resort to split-ups to bring 
prices down to a lower, more desirable range with great- 
er appeal for the average investor. From the manage- 
ment’s viewpoint, there is much to say in favor of this; 
the desirability of broader stock ownership is increasing- 
ly recognized. This appears to have been a factor in the 
case of Loew’s. No doubt an important incidental con- 
sideration was that it permits a sizable boost in tota! 
dividend disbursements without raising the dividend 
rate. Withal, stock splits form an interesting chapter; 
current doings and future possibilities will be discussed 
in greater detail in our next issue. We recommend this 
informative article to our readers. 


PROBLEMS OF SMALL BUSINESS .. . Many small 
companies now heavily engaged in war work are in such 
a precarious financial position that they may succumb 
to relatively minor jolts resulting from cutbacks, renego- 
tiation, termination and discounting of inventory, even 
before they are confronted with the difficult problems of 
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financing reconversion to the production and marketing 
of peace-time goods. This is the situation revealed by 
a detailed analysis of the balance sheets of 125 small war 
industries just completed by the Research Staff of the 
National Industrial Conference Board. 

At the end of 1943, according to the analysis, these 
small corporations possessed working capital sufficient 
only to cover 17.2% of current liabilities while twenty- 
five of them with net worth below $100,000 had working 
capital of only 7.3% of current liabilities. Moreover, the 
inventory factor looms large. For the same group of 
twenty- -five very small concerns, working capital amount- 
ed to only 13.4% of inventory, so that if only that small 
part of their current assets tied up in inventory could 
not be realized or became frozen, their working capital 
would disappear altogether. Working capital of the 125 
concerns studied amounts, on the average, to 32.9% of 
inventory. 

This unpromising picture confirms what has long been 
suspected. Deterioration of the working capital position 
of small business has been assumed but its actual extent 
was largely obscured because of lack of accurate data. 
The Conference Board’s study thus serves as a valuable 
contribution toward filling that void. 

The need for giving aid to these companies which in 
their aggregate did so much to make our war production 
effort a success is undeniable. While conditions may vary 
considerably among various concerns, their margin olf 
safety is conceded to be slim in the majority of cases. 
Because small corporations do not have easy access to the 
capital market, the sale of stock or bonds would be of 
limited help. Only constructive Government policies in 
guiding small business back to normal activities can con- 
ceivably be of real help. Fortunately, the attention given 
to the problem in and out of Congress, and especially in 
Administration quarters, justifies hope that adequate 
solutions will be found. It is a paramount need if small 
business is to make its contribution to full postwar em- 
ployment through greater production. 


COTTON'S FUTURE .... At last, the cotton problem is 
being tackled, however tentatively, in a common sense 
manner after years of ineffective expedients and grandi- 
ose spending which have brought us no nearer to a solu- 
tion. It is none too soon. The latest proposal, brought 
forward by Secretary of Agriculture Wickard, comes clos- 
est to promising a real sar ia hence deserves more than 
passing attention. We hope it will be seriously con- 
sidered. At recent hearings of the House Agriculture 
subcommittee on postwar planning, members were 
“jolted” by Secretary Wickard’s declaration that “‘pros- 
pect of marketing at a satisfactory price all the cotton 
this country is capable of producing is doubtful . . . that 
present supporting measures are nothing more than 
temporary expedients.” This of course is a gross under- 
statement. Prospects of selling our cotton crops at satis- 
factory prices after the war, unless heavily subsidized, are 
virtually nil and patently, we cannot go on forever wast- 
ing millions of taxpayers’ money on subsidies. 

Boiled down, Wickard’s plan calls for the much ad- 
vocated industrialization of the South and the shifting 
of less fertile and hilly areas unsuited to mechanized cot- 
ton growing to other production. To cushion this transi- 
tion which naturally would severely affect high-cost pro- 
ducers, Government payments are advocated for a stated 


period, on a declining scale, to finance such cotton grov 
ers in the change-over to other production. Back of th 
proposal is the conviction that small growers will neve 
be able to compete with “inevitable” mechanization, thal 
adjustments along such lines would lead to lower grow 
ing costs and eventually result in a competitive place fo 
our cotton in the world markets. 

Past experience furnishes ample proof of the validit 
of such reasoning. Secretary Wickard’s plan may proy 
costly but so were former and present subsidy policie 
The new approach at least affords hope of ultimate solv 
tion of the cotton dilemma; let’s hope it will survive, ij 
workable fashion, the political struggle it is inevitab! 
headed for. 


ON POSTWAR SPENDING .. . Reserve Board Chai 
man Eccles’ recently reported program for “order 
spending” by the public immediately after the wa i 
undoubtedly meritorious but, humans being what the 
are, it strikes us as just a mite too perfectionist. M 
Eccles would have the public hold on to its Governme: 
bonds and confine its spending to current income an} 
for goods that are in sufficient supply. In this manne 





overexpansion of industry and price inflation would ly 
avoided, 

This is undoubtedly true. It would be far preferabij 
if postwar demand would be supplied by an order} 
process of conservative spending instead of a buying 
spree that would quickly run its course. To assure - 
former, officials are now discussing a selective lifting o 
price and consumer credit controls after the war; cot 
trols would initially be removed only on abundant itenj 
but retained on scarce goods until they are in — 
supply. 

This fear of inflationary spending contrasts strangelf 
with recently professed deflationary fears, allegedlj 
at bottom of the Government’s yielding attitude in thi 
matter of wage increases for organized workers. Als 
it poses the question: Will people accept such contro! 
when the war is over or will they fight them, evade ther 
and ultimately defeat them? Will not retention of cor 
trols in itself retard the process of meeting consume 
demand and stifle the initiative needed to broaden ou 
peace-time production base and provide full emplog 
ment? 

It seems to us that we must be reconciled to have j 
certain amount of disorderly spending in the early post 
war days just as there is a good deal of extravagail 
spending in these critical war days. War-time rationin 
of necessary goods when there is not enough to go aroun 
is one thing. Carrying price and credit controls into thf 
postwar era is quite another thing. Considering existin 
huge savings, credit controls alone could hardly const 
tute an effective barrier to large scale spending. Co 
tinued price controls would merely intensify the biad 
market evil and invite endless trouble. 

There is such a thing as setting our sights too high an 
banking too heavily on the merits and effectiveness « 
controls. ‘The chances are that more trouble may com 
from too much than too little control when it comes t 
individual savings and their use. Restrictions in thi 
field may well unleash trends and reactions both unc 
pected and undesirable while promise of earliest restor: 
tion of free play of individual action might be far mo 
conducive to a common sense attitude in public spénding 


we 
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The International Labor Conference held in London 
in early December laid plans for the linking of the 
various Jabor organizations throughout the wofid in 
a way that would give labor the greatest power it has 
ever known. 

In discussing the objectives at a press conference on 


| December 5th, Sidney Hillman envisioned an organiza- 


tion that would carry on internationally the program 
that had been initiated during the elections in the 
United States. He declared that the success he had 
achieved established the nucleus of a great mass move 
ment in favor of international labor cooperation. 
This momentous decision, which would have a far 
reaching effect on the world political and economic 
scene, has received very little publicity in this couniry. 
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And yet, the situation is fraught with danger  be- 
cause, While Mr. Hillman is himself a constructive 
leader, there are other equally important men in labor 
who do not see eye to eye with him but lean far toward 
the left. Therefore, if they were to use this newly pro- 
posed international organization as a labor pressure 
group, it would have dire and destructive possibilities. 

\t the moment, there is a great struggle going on 
between the two dominant factions in the labor move 


ment in our own country, so that at times the 


pot 


seems to be boiling over. 
x Dy 


And vet there has always 
been sufficient realism to 
strike a balance. It ts in- 


teresting to note in- this 
connection that the \imer- 
ican Federation of Labor 
and the Railway Brother- 
hood declined to 
erate in this world trade 
union conference. 

Their refusal to partic- 
ipate was on the ground 
that the Soviet labor 
unions were not [ree 
agents but representatives 
of the Soviet Government 
and; therefore, their ac 
tions were subject to gov 
ernment domination and 
control. And so long as 
labor could not function 
all over the world as a 
free body, it was consid- 
ered impractical to enter 
into negotiations. 

In England, as well as 
in every other country in 
Europe, there is a titanic 
struggle for control going on between the conservatives 
and the middle-roaders on the one hand and the leftists 
on the other. This radical element is strongly organized 
and has played an important part in the underground 
movements throughout Europe, and is likely to acquire 
a dominant position if this fratricidal war being waged 
among the various peoples continues to a point of de- 


coop- 
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Representatives of British, American and Russian Trade Unions 
meeting at Transport House, London, preparing the Agenda for the 
forthcoming Worid Trade Union to be held next February. Photo 
shows Sir Walter Citrine, British delegate, addressing the meeting. 
Sidney Hillman, American delegate, is seated in the center 


LABOR'S OPPORTUNITY AND RESPONSIBILITY 


stroving that hairline between some kind of an existence 
and absolute destitution. 

It is well to remember that the radicals represent only 
a minority of the people in every country; yet they are 
so strongly organized that they appear to represent major 
ity opinion with a preponderance of support—which is 
not true. 

The strength of this radical group in labor is start- 
lingly evident in Britain where it violently castigated 
Winston Churchill for his policy in Greece and Italy 
while at the same time applauding Russia’s “expansion. 
ist” policy from the Baltic to the Black Sea. Particu- 
larly interesting is the support the radicals have received 
in the English press, leading one to believe that certain 
groups in Britain are again plaving with fire as they did 
in the twenties after Hitler rose to power. 

It would be a great pity if labor were led astray by 
charlatan leadership—by men seeking power at its ex- 
pense and subsequently, as in all the totalitarian coun- 
tries, using these dictatorial powers to destroy unionism. 

It would be well if the more moderate leaders would 
prevail so that the pendulum would not swing too fa 
in either direction. Historically. extremism has alwavs 
spelled disaster. 

This is not time that brotherhoods 
among workmen and ai 
tisans have risen to great 
power. The Guilds of 
the Middle Ages exercised 
such a despotic and mo- 
nopolistic rule that they 


the — first 


finally destroyed them- 
selves. As we have seen 
throughout the centur 


ies, monopolism has been 
iis own Frankenstein. 
Who would deny that 
lor a long time past the 
labor movement has 
reached the status of «a 
monopoly? In fact, it is 
“the pot calling the ket 
tle black” when labor re 
fers to monopolistic ten 
dencies in big industries 
When greed for powe: 
enters, realism always de- 





Press Association Photi parts! It is a lesson that 
labor could well take to 
heart. 


‘Today labor has a won- 
dertul opportunity if it 
sticks to the middle road 
And, it is only common 
sense to do so because our economy with its large. pro- 
ductive capacity is geared to huge markets which call for 
a high standard of living amone the workers of this 
country. 

Free enterprise in the United States has shown the 
greatest imagination and genius. It has demonstrated 
its worth in this war, so that (Please turn to page 328) 
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Market Prospect for Early 1945 


Buying induced by recent strength will take the market higher, but we expect 
a move moderate and selective rather than broad and sustained. Hence 


great care should be taken in individual stock appraisals and reserve 


funds should be increased if and as attractive profits become available. 


SY A. 78. 


Under leadership of the railroad stocks, the protracted 
trading range which had stymied the market since last 
July was broken by decisive advance during the fortnight 
since our last previous analysis was written. With a large 
expansion. in volume of transactions the Dow industrial 
and rail averages both attained new cyclical highs. So 
did this publication’s composite index of 283 stocks. 

Thus, a new “leg” of the major uptrend presumably 
has been inaugurated and the “reconfirmed” bull mar- 
ket will soon round out the thirty-second month of its 
life, having begun in late April of 1942. In duration, 
although by no means in average points yet gained, it 
begins to rank—along with the “New Era” fantasy of 
the 1g20’s and the “New Deal” cycle of 1933-1937—as 
one of the longest bull markets on record. 

The revised economic projection—itself more than a 
bit conjectural—which is now offered as supporting reason 
for the new phase of advance apparently involves a 
somewhat oblique line of thought. It is generally ac- 
cepted as probable that the war will last much longer 
than had previously been expected; and it is believed 
that the reconversion let-down will be less severe than 
had been feared because of the Army’s increased estimates 
of its production needs for continuing war with Japan 
after Germany has been beaten, although it is officially 
stated that the latter planning is “tentative,” which 
means that, depending on events which no one can pre- 
dict, war output schedules conceivably may be scaled 
down a few months hence as promptly—but with no 
such fanfare of publicity—as they have recently been 
scaled up. 

It is agreed that war is fundamentally bearish, that 
peace is bullish. People do not buy wartime earnings 
and dividends just because they have surplus funds. 
There must be a confidence—or hope—in the future 
that can be rationalized and discounted. What is it? 
The answer is very clear. The positive “theme” of this 
wartime bull market—as distinct from the permissive 
factor of expanded money supply—has Jong been, and 
still is, anticipated post-war prosperit§@@nd tax reduc- 
tion. The more general and abstract this hope is, the 
more readily can it be discounted. During much of the 
long period since the summer of 1943, the market has 
found it difficult to exploit this “theme” aggressively 
because the concrete thought of the actual end of the 
war—and of reconversion adjustments—interfered. 

But now it is possible to get back on a pleasantly 
abstract basis because peace in Europe and reconversion 
apparently are to be postponed for an indefinite and 
perhaps lengthy time. If this is so, of course the post- 
war prosperity and the tax reduction will be propov- 
‘tionately postponed, but in the present mood of the 
market that is evidently less important than the ex- 
tended period of grace granted us on the down-to-earth 
proposition of transitional deflation. 


MILLER 


As to how long this mood may last, the writer must 
frankly profess considerable doubt. From its start this 
war has produced many surprises. In “forecasting’’ its 
course and its economic repercussions the opinions of the 
public, of the armchair experts and ot official Washing 
ton have proved very far from infallible. Can one now 
say with assurance that certainty has replaced uncer- 
tainty? On the contrary, it seems to us that the shape of 
things to come during the remaining term of this war 
and during the readjustment period is not significantly 
more clear now than it was three months or six months 
ago. It is still subject to unforeseeable change. Indeed, 
unpredictable and sudden change is itself one of the 
few certainties of war. 

We therefore feel that sensible investors should not 
depart from a prudent, patient and discriminating con- 
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through” previous highs. Such “signals,” whether under 
Dow theory or any other similarly mechanistic principles 
of market operations, merely signal the obvious fact of 
the present, which is that the trend is up. They can not 
—and do not profess—to predict the future. A new phase 
of advance thus “signalled” may be short or protracted, 
broad in terms of average points gained or quite limited. 

Since it starts from a far from low level for most 
standard stocks and a quite high level for the majority of 
more speculative stocks, our Opinion is that it is likely 
to be on the moderate side in average gain above former 
highs and that it will remain selective—roughly similar 
in these respects to last summer’s movement which car- 
ried the Dow industrial average about 5 points above the 
previous high of 1943 and which extended the 1943 
high in the rail average by about 414 points. 

Precise prediction is impossible, since common stocks 
are the only things in which a sharp markup in prices 
—which in common sense means that you get propor- 
tionately less value for your money—attracts, rather 
than repels, the uncanny crowd. If the proposition were 
to invest any sizable sum of money in a private business 
enterprise, almost any prospective buyer would have 
acumen enough to examine the average earnings over 
a period of years, the variation in earnings between good, 
bad and medium years, the balance sheet, the reputa- 
tion of the managers, the volume prospects, etc. Yet 
otherwise sensible people in all too many instances buy 
publicly listed stocks not after sober analysis of indi- 
vidual values but primarily on the basis of their opinion 
or guess--or some interested party’s tip—as to the “trend.” 
One should prudently bear in mind that people who 
buy and sell stocks on “trend signals” are really engaged 
in the paradoxical undertaking of trying to “follow 
along with the crowd” and yet beat the other fellow to 
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it in getting in and getting out of the market. 

For the great majority of investors the analytical ap- 
proach, centering on individual stock values, will neces- 
sarily work out best year in and year out—to which end 
we aim the selective appraisals presented elsewhere in 
each issue of this publication. 

Any “average” conceals more than it reveals. For in- 
stance, on the recent day of greatest volume, with both 
industrial and rail averages up sharply to new highs, 
less than one stock out of each nine equities listed on 
the New York Stock Exchange made new highs. For 
industrials alone it was but slightly more than one stock 
out of ten. Again, at recent highs 18 out of the 30 Dow- 
Jones industrials were either under their highs of July 
1943 or less than 1 point above them; 20 were under 
their highs of July 1944 or only a fraction higher. So 
far just 6 out of the go have been chiefly responsible 
for carrying the average to a new high: Westinghouse, 
Loew’s, Sears, Allied Chemical, Eastman and Johns- 
Manville. 

Despite exceptional strength in the averages, only 16 
out of 43 stock groups made new highs during the past 
fortnight, and 11 groups declined or failed to gain last 
week. Groups substantially under previous highs include 
farm equipments, aircraft, chemicals, communication, 
containers, finance companies, food brands, furniture, 
gold mining and tobaccos. 

In ratio to expanding volume, the total of points 
gained by upside stocks is tending to shrink, indicating 
increasing profit taking. This need not preclude ad- 
vance to 155, or even 160, in the industrial average but 
it checks with our concept of a limited and selective 
move which will make a counter movement downward 
more, rather than less, likely before we have gone many 
weeks into the new year.—Monday, December 18. 
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Business — and the Evolution in Human Behavior 


BY E. A. 


Unoer the impact, of modern business, we are con- 
stantly though often unconsciously breaking old social 
routines. In many of its procedures, business is a 
destroyer of the old, a creator of new social values and 
habits. 

After the war, there will be many new products and 
new services, and new products or services can be dis- 
organizing factors. They usually are. Witness what the 
automobile, the radio, the motion picture or new house- 
hold conveniences in the past two decades have done to 
change and remold our habits and routines, with 
enormous social and economic, even political repercus- 
sions. Think of the changes in human behavior they 
brought about. 

Now we are confronted with perhaps equally if not 
more incisive changes arising from introduction of such 
innovations as television, electronics, a host of synthetics 
in numerous fields, prefabricated housing, fast air trans- 
portation and the prospect of world-wide air travel. 
What new behaviors will they bring, what deep-seated 
changes both social and economic will they cause? 

A new high standard of living as envisaged in the 
postwar era may in itself become a disorganizing factor, 
may create unsettling currents in our social and economic 
life. What about the effect of increased leisure for the 
worker under a further shortening of the work week? 
What new consumption trends, and behavior trends, 
will it entail? 

While looking far ahead, all these are immensely 
practical questions. No far-sighted investor can afford 
to ignore them, or minimize their importance. To him, 
they may become determinants of success or failure of 
his investment policy. To prove this beyond the shadow 
of a doubt, we need only consider the past. 

In contemplating the social and economic con- 
sequences of our future streamlined economy, it is 
profitable to view in perspective our past industrial 
revolutions and resultant changes in human society. 
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Take the power revolution, substituting steam for water 
power, stimulating mechanical invention, enlarging the 
factory system, making possible railroads and steamships 
and radically changing the relationship of agriculture to 
the industrial world. It created a marked division of 
labor among nations and within nations, increased points 
of contacts and stimulated the growth of powerful 
empires. 


The advent of the internal combustion engine brought} 
» econo! 


small mobile power and gave new freedom of movement 


to the individual, still further improvement in agri-f 


culture—even to the point of overproduction; it com- 
pletely changed the highway systems of the world and 
forms of locomotion. 

On this power revolution was superimposed the elec- 
trical revolution which facilitated the growth of steam 
power plants, reestablished commercial usefulness of 
water power, made possible wide distribution of electric 
energy and further affected agriculture by stimulating 
great irrigation projects. Besides lighting the world, it 
gave us instantaneous world-wide communication 
through the telegraph, the telephone and latterly, the 
radio. 

Next came the chemical revolution, slow in its initial 
development but spectacular in its recent and current 
results. In America, the chemical revolution, barely 25 
years old, is introducing new processes and products into 
our industrial structure on a scale which may soon en- 
large the material options of mankind faster than any 
other development. 

The management revolution had a definite bearing 
on these revolutions of science, for without the skill and 
daring of the entrepreneur and manager, and the liberal 
support of businessmen and industry, applied science 
would have been negligible. 

We all know the enormous impact of these industrial 
revolutions on human behavior. In more modern times, 
we have made “change” the law of the world; thus 
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change goes on continuously but with it arise problems 
in the social field with which we must cope lest change 
spells disorganization. 

The scientific revolutions in their social effects went 
far beyond the mere factory system. They accelerated 
the movement of farms to the West, they enthroned 
King Cotton in the South just as they now threaten to 
destroy him. They also separated the farmer from his 
market, made an uncertain business out of his solid 
way of living and tangled him in the complex skein of 
international trade. By emphasis of growing cotton in 
the South, they kept industry out of the South. 












Need for Balance 






Business is a constant builder of new ways but the 
central problem is one of balance. Too rapid change 
destroys our foundations; too slow change makes for a 
stodgy civilization. New routines must replace those that 
fall, for social efficiency requires balance. Thus business 
at all times must provide a central core around which 
social stability can ultimately be reestablished. It will be 
one of its most important future tasks, doubly im- 
portant after the war when the need for social and 
economic stability will be pressing indeed. 

There are many ways in which business has operated 
to destroy social routines and the constant pressure for 
change contributed much to that. Too many changes 
have come upon us too rapidly. If some of these could 
have been slowed down, the results might have been 
different; the time factor in change is after all of cardinal 
x the importance. All of it, however, is part of the endless 
ships} dilemma of stability and progress. For in an organized 
re tof society, economics is not enough. We must depend for 
yn off our equilibrium primarily on social routines, and these, 
oints! We must admit, have been badly disturbed by the rapid 
erfulf march of progress. The peace of mind which char- 
acterized the late igth century has disappeared; the 
causes were mainly economic thus the remedies must be 
‘economic if peace of mind is to be regained. But eco- 
nomic devices alone will not solve our social problems. 

The fast rate at which science is presently advancing 
suggests that opportunities for material advancement are 
greater than ever but social forces must keep up with 
it. 1929 marked the end of an era. The panic then not 
only signified a major economic collapse but for the first 
time in our history was followed by a collapse of na- 
tional morale. Since then, most of our difficulties, up 
to the war, were more intimately connected with lack of 
confidence than with purely economic problems. 

Thus in planning for postwar, we need widespread 
comprehension that while we have the means for produc- 
ing undreamed of material progress, we cannot have this 
progress overnight without dangerously undermining our 
established ways of living. On the recognition of this 
problem and the wisdom with which it is handled may 
depend the future of business and its relative influence 
in the community, and perhaps the future of our society 
as well. Fortunately there are many signs that business 
is increasingly aware of this need and of its responsibili- 
ties; in the absence of such assurances, the future would 
be uncertain indeed. Business and industry may well 
ask themselves whether society can stand too rapid prog- 
ress, too rapid change, growing from disproportionate 
attention to modern science. If they conclude that we 
as an organized society cannot stand it, then business 
certainly cannot afford it. 

Opportunity for future material progress is immense; 
today we are only scratching the surface. But this can 
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never be a worthy goal in itself, for material progress 
is an inadequate substitute for social morale, may lead 
to serious social disintegration. 

This should be borne in mind by those, in business 
and Government, whose task it is to blueprint our post- 
war future. In doing so, the hardest problem unques- 
tionably is that of understanding human behavior. In 
the past, instead of exploring it, we have formed certain 
assumptions and then reasoned from these assumptions, 
a procedure which frequently led to unsound conclu- 
sions. Complete laissez faire was one of these basic 
assumptions. Business leaders thought they had done 
their job when they paid high wages, made good profits, 
provided short working hours and through constantly 
higher living standards offered the prospect of relief 
from the age-old fears of poverty, famine and old age. 

While all this meant economic and social progress, 
it failed to create proportionate contentment. Business 
by shortening working hours has given greatly increased 
leisure to multitudes of workers but leisure alone does 
not necessarily lead to a happier life. Only too often, 
it became a source of disorganization, created new de- 
mands, new discontent. Little wonder, then, that a 
critical reexamination of the concept of laissez faire is 
proceeding throughout the world. 

Business and business progress, in innumerable ways, 
has deeply affected human behavior. The automobile, 
for example, has resulted in new ways for vast numbers 
of people, in new social routines. So has the motion 
picture. The evils of prohibition might have been in- 
tensified many times if the motion picture had not come 
into prominence at the right moment to provide a 
substitute for the saloon as the “poor man’s club”. The 
radio is building up a wholly new set of national habits. 
Advertising must be viewed as one of the most important 
ways of creating new routines, of evolving new habits 
and customs, of influencing mass behavior into new 
channels, of bringing stability in the wake of unsettling 
progress by establishing broad markets for new products. 
Great social responsibility rests on those who wield this 
business tool. They are constant builders of new ways 
and care should be taken that these are constructive 
ways. 

A high material standard of living can in itself be a 
disorganizing influence. There is a great difference be- 
tween workmen with a substantial amount of free income 
above necessities and workmen living on narrow margins. 
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Will the private plane revolutionize our way of living? 


283 











The former have freedom to experiment, the latter must 
live within established routines. Thus in our present- 
day society, endowed with the world’s highest standard 
of living, we have a large decree of mass response in- 
stead of individualism, as a curious result of economic 
freedom of choice against a background of slackened 
social controls. We see this result in our national adver- 
tising. The automobile business as it existed up to the 
war was quite as much the product of advertising and 
effective selling as it was of science and engineering. It 
woud have been impossible without both. Mass ad- 
vertising, however, is entirely based on emotional ap- 
peals. Vast as may be its good effect from the standpoint 
of consumption and employment, it frequently has not 
been without byproducts destructive to the general social 
orientation of men. 

While constantly destroying old patterns, business also 
is perhaps the greatest builder of new routines. Look 
at the changes wrought by big business, by the corpora- 
tion; the extent to which the lives and behaviors of great 
numbers of people are controlled by the habits and 
practices of business. Unfortunately, business so far 
has paid relatively little attention to organizing these 
new routines into a pattern of social living. ‘The farm 
is a way of life, the factory is definitely not. The post- 
war era, however, may witness great changes in_ this 
respect. 

It becomes daily clearer that business and industry 
now increasingly realize that they must not again fall 
into the error of the past when too little attention was 
paid to human relations and to the social consequences 
of the rapid changes which business and science are 
constantly bringing about. In the event of further 
neglect of these vital phases, business would only suffer, 
perhaps very greatly, therefrom, as it has in the past 
when the depression led to virtual collapse of morale. 
The widespread discontent that followed Ied among 
other things to sharp attacks on big business, on efh- 
ciency as such. The emotional demands for stability and 
security are after all methods of trying to satisfy deep- 
seated needs and business cannot, in the pursuit of 
eficiency, run counter to them. ‘It does no good to de- 
plore political intervention in business affairs. Where 
logic comes in conflict with widespread sentiment, it is 
sentiment that usually wins. Unfortunately, politics 
when attempting to take charge of business can be 
equally disturbing. However, business can do nothing 
but face the inevitable of these experiments and plan 
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What far-reaching changes will television bring in its train? 
How will it influence human habits, even business methods? 
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accordingly, with the conviction that too rapid and too 
far-reaching political experimentation will likewise de. 
leat its purpose. 

It is a problem that calls for cooperation and con- 
structive approach in the light of our errors of the past. 
What we must guard against, above all, is giving free 
rein to our urge for heedless expansion of our “frontiers 
of tomorrow’, weighing economic desirability against 
the need for social stability. The cry for full employ- 
ment is heard everywhere, yet if in complying with it 
we ignore the need for proper social orientation, we shall 
reap disorder rather than stability. | 


_The Role of Business 





It will be up to business to “prescribe” the pace and 
scope of ordered progress; should it fall down on_ this 
job, going all out in a wild competitive scramble for 
markets for a multitude of new and_ revolutionary 
products, it will itself be preparing the ground for 
ultimate further Government interference. It will, in 
short, do itself a distinct disservice. Fortunately, business 
and industry appear determined to make haste slowly. 

‘There are many ways in which new postwar producis, 
or new economic and social trends, could become dis- 
organizing factors, unless wise guidance prevails. Con- 
sider the trend towards a constantly shorter work week, 
giving the worker immensely more leisure time than he 
ever enjoyed before. More leisure is a desirable goal 
but it can also be enormously unsettling. 

In the past, it has led to demands for higher basic 
wages to compensate for reduced income from fewer 
working hours. Unless such wage demands are balanced 
by increased production efficiency, they spell higher prices 











and thus no increment in real wages. In the end, social Jury 
discontent is the result. Sometimes, too, more leisure fied sy 
has weakened the will to work or rather realization of fi) cons 
the necessity to work; on the other hand it has hne thi 
strengthened the disposition to experiment, sometimes bubted 
with deplorable individual results. Leisure beyond a mpany’ 
reasonable limit can become a truly disorganizing factor, fy that 
both social and economic. This is only too true in this§, year 
highly materialistic world of ours. Almost always, it peakine- 
results in desire for more money to enjoy leisure. Info, th; 
anticipation of coming peace, this trend today is clear pring o| 
oar dustria 

However, there.are constructive aspects as well, de-f the di 


pending mainly on the social morale and ambition of 
the individual. Especially outside of big cities, more 
leisure for the worker has frequently produced a happy 
blending of industrial work with agricultural pursuits, 
an economic stabilizer of great desirability. 

Then there is the question of decentralization, both 
residential and industrial. New ways of quick trans- 


: 5 5 : ; 5 
portation, especially air travel, will foster this trend, fening 
yet if it develops too fast, repercussions will be unsettling fpe jn 
and felt adversely in a great many directions. he inact 


If the private airplane were to rival or supersede the ) appar 
automobile as a mode of individual transportation in a ere peg 
matter of relatively few years, everyone will agree that ospectiv 
repercussions might well be disastrous, at least for a fth pitt 
time, from the standpoint of social and economic yalties 
stability. It would disrupt a good many of our key knding 
industries, make for tremendous shifts in business and fen g pl 
industry. It would probably overstimulate long-distance early 
travel, rapid decentralization and perhaps even wide- nism ‘a: 
spread migration to an extent that would be far from py Fast 
desirable. Very li 

Much the same, in the broad- (Please turn to page 319) 
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BY WAR 


urING the past summer, especially after the fast 
llied sweep into Paris and beyond, it was the gen- 
al consensus that victory in Europe probably would 
bme this year. Even the more conservative guessers 
ubted that Germany could last out the winter. Ac- 
mpanying that optimism was a comfortable assump- 
pn that we could probably lick the Japs in six months 
a year after German surrender and do it—industrially 
eaking—with one hand. Even with the left hand. 
On that hypothesis most people anticipated that the 
ring of 1945 would see our reconversion slump in 
dustrial production decisively started, that the shift 
the durable goods industries to civilian production 
uld be well advanced by the end of the year, that 
tional income would be sharply lower than in 1944, 
d that aggregate corporate earnings would be down 
n the current year’s level by perhaps somewhere 
tween 15 and 25 per cent, with the “tax cushions” 
eventing more serious shrinkage. 

During the preparatory interlude which preceded the 
ning of the Allied offensive against the Siegfried 
ne in mid-November—a period accompanied by rela- 
ve inaction also on most of the Eastern Front and by 
} apparently complete stalemate on the Italian Front— 
ere began to be sober second thoughts taken on the 
ospective duration of the war. In very recent weeks-- 
pth bitter fighting yielding but small gains, with the 
kualties mounting, and with the Army urgently de- 
knding greater war output of certain types—there has 
en a precipitate retreat from official and public hopes 
early victory in Europe. Indeed, comfortable op- 
fism as to the prospect both in Europe and in the 
ir East has virtually collapsed. 

Very likely there is some element of propaganda— 
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wholly justifiable—in the stern official warnings recently 
efmanating from Washington and elsewhere in a_ver- 
itable barrage. For months, though the war still had 
to be won, there had ‘been too much complacency, too 
much of a talk-fest about reconversion and the post-wat 
boom, too much advertising of post-war gadgets, too 
much cashing of war bonds, too much of a tendency 
among war workers to get-out-while-the-getting-out-is- 
good. 

In giving us a considerably revised picture of the war 
prospect and of war production needs, there can be no 
doubt that the responsible officials have stated the truth 
so far as it is possible for them to see it. The latter 
qualification is pertinent because estimates of war pro- 
duction needs are necessarily subject to periodic and 
unpredictable revisions—either up or down—due to 
changed tactics dictated by battle experience, altera- 
tions in design of equipment, favorable or unfavorable 
“breaks” that may modify strategy as well as tactics, etc. 

For months the Army had opposed any relaxation 
of WPB restrictions on civilian production. It objected 
to even the nominal beginnings of reconversion under 
the spot authorization program. It wanted utmost 
emphasis on the urgency of war production, less em- 
phasis on reconversion planning. This “battle” has now 
been won. Suddenly the newspapers are almost barren 
of news having to do with reconversion moves or plan- 
ning. Cartoons depicting front-line shortage of ammuni- 
tion are common. 

Neither civilians nor non-military Federal agencies, 
including the War Production Board, are in a position 
to question—especially publicly—whether the Army is 
now over-stating its needs and tending to exaggerate 
the current “crisis” for policy reasons. But while “going 








along” with the Army, there are various indications 
that WPB officials are not being swept off their feet by 
this home-front drive. If the production crisis is soon 
resolved—disappearing from the newspaper cartoons— 
neither they nor many competent observers of the in- 
dustrial world will be surprised. 

On December 7 the WPB released chief production 
totals for the three years 1942-1944. We will not repeat 
them here except to note that they include about 383,- 
000 pieces of Army artillery of 20 mm up; and 35,820,- 
000,000 rounds of small arms ammunition—the program 
which was cut back sharply many months ago and 
which is now being re-expanded. This total of small 
arms ammunitions equals over 3,500 bullets fired, or 
available to be fired, at each enemy soldier, assuming 
that total Axis combat troops number as many as 10,- 
000,000. 

Our present offensive on the Western Front is only 
a few weeks old. It is hard to imagine that Gen. Eisen- 
hower would have launched it unless assured of adequate 
supplies on hand, and of a continuing adequate flow 
of reserve supplies. Cutting through the somewhat mud- 
dled news on war production, the following things ap- 
pear true: (1) the Army under-estimated certain needs 
—for example, the heaviest artillery, shells therefor and 
military trucks—but corrective steps were taken many 
months ago and output has been sharply increased; 
(2) the production “lags” do not represent a falling 
off of output in the most urgently needed items but the 
difference between the increased production and the 
sharply increased output schedules called for; (3) the 
purpose of the intensified production drive in selected 
items is not to meet an immediate battlefront supply 
crisis but to make doubly sure that future supplies, both 
for the European war and the war against Japan will 
be not only adequate but plentiful. 

To say that the Army is now planning for a long war, 
especially in the Far East, is correct, but somewhat mis- 
leading. It never planned for anything but a long war. 
The decision to increase selective production schedules 
is dictated partly by battle experience, partly by an 
increasingly conservative determination—properly to be 
expected of any American High Command—to “play it 
safe” on supply. As an example, the $500,000,000 worth 
of new plants to make mortar ammunition are not 
expected to be in production before well into the sum- 
mer of next year. 

It is now stated that the Army is thinking of an over- 
all cutback in war output after defeat of Germany of 
perhaps no more than 20 to go per cent, as compared 





with a previous tentative figure of 46 per cent. Hg 
ever, there is nothing fixed about this. Chairman 
of the WPB, in recently emphasizing increased prodpange 1 


br iter 


tion needs, unobtrusively threw in this remark ment of 
the end of his statement: “Even the Army’s planjfesent 
entirely tentative. It will be revised several times beigad alre: 
V-E Day actually arrives.” If the Army says that cline 1 
the Jap war it must have war output approximaty Octol 
70 to 80 per cent of maximum output for both w early 
it will get that production. Civilians will control tigst—alsc 
surprise and swallow their incredulity. But it can moder 
stated that if WPB officials were speaking off the recgtendin 
they would say they are not yet ready ‘to abandon tigpward 
notion that the cutback will be around 40 to 50 gywher 
cent, which is about what they have been “‘thinkightpour! 
all along. in. Ho 
bain see 
gh as | 
alt is s 
Nor is there anything of certainty about the revigtting 
time “schedulg” for victory in Europe or over Jaygpoductic 
It is not a thing that can be calculated. Though ofigoduced 
and public hopes have fluctuated with the week-to-wgpn of ¥ 
and month-to-month tide of battle, the question of gan pe 
“duration” remains just what it has been all alognounts 
namely, almost anybody’s guess. While the Europgmpone: 
war may drag on into next summer, it is not ingpr effor 
ceivable that it might be over, except for mopping ®s estin 
operations, in another six weeks or even less. nt rate 
The Germans are no longer able to trade space ple fut 
time. It is not now a question of how many milefOne cz 
Berlin but of how soon German losses will dep no re: 
reserves to the breaking point; of how soon the Alpity or i 
can break through the Siegfried Line to the Rhing@Germa 
matter of some 25, miles in the region west of Cologw. Th 
There can be no other defense line east of the Rhganges i 
remotely comparable in strength. This statement ist is ju 
“armchair experting.” Gen. Eisenhower has expre@t know 
the opinion that the Germans will use all they hg Europ 
got to keep us from reaching the Rhine; and the igsted by 
fable Goebbels may have been speaking the truth fRether 1 
once when he warned the German people last week § small 
the decisive struggle—the “last round” were the eto 50 
words—is now being fought. Id to. 
In trying to make their plans, business men nlike t 
give due weight to the prevailing thought that the @strial a 
man war may drag on for many months—and yet § must 
ignore the possibility that the end might come m@fold. 
earlier than is now generally anticipated. It is to 
doubted that increased output of certain varieties H 
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t. Hy , 
an Kapr items will bring more than relatively moderate 


propange in aggregate industrial production. The place- 
irk ygent of new orders—orders placed weeks before the 
planffesent “crisis” became a matter of public agitation— 
os belad already been sufficient to halt the protracted gradual 
that @cline in the Reserve Board production index, which 
ximatgy October had stabilized around the same level reached 
th we early as last July. Competent economists had fore- 
rol tgst—also some weeks ago—that the index would show 
- cangmoderate rise for November and December, possibly 
e reqgtending through January. This projection may need 
lon tqpward revision if present placement of new orders is” 
> 50 mywhere near as heavy as seems to be implied by the 
hinkigitpouring of words—none too specific—from Washing- 
n. However, it appears very improbable that we shall 
rain see the production index, recently around 290, as 
gh as the late 1943 peak of 248. 
‘It is stated by WPB that there is no intention of 
> yeygtting down on present programs of essential civilian 
r Jaypoduction. As a practical matter, the but recently in- 
h ofigoduced spot authorization program—further applica- 
<-to-wgpn of which is now suspended—amounted to no more 
nn offan permission to produce relatively insignificant 
11 alogounts of civilian goods if labor, raw materials and 
‘Suroppmponents could be had without interference with the 
»t inger effort. The dollar value of total authorizations 
»ping ps estimated at less than 14 of 1 per cent of the cur- 
t rate of war output—and the bulk of that was pos- 
space ple future production. 
milefOne can say that it is quite certain that there can 
dep no really significant change in overall industrial ac- 
he Alpity or in general domestic conditions until after defeat 
Rhind Germany—but we knew that before, and it is nothing 
Cologw. Therefore in any attempt to forecast economic 
1e Rhganges in 1945, one is up against two big “ifs.” The 
nt isgst is just when Germany will be defeated. We can 
=xpregt know the answer. The second is, assuming victory 
hey lg Europe may come by spring or summer as is sug- 
the igsted by the present “‘play-it-safe’’ military sentiment, 
truth fether the overall cutback in war production will be 
veek § small as the Army now tentatively implies or the 
he e@ to 50 per cent that off-the-record WPB guesses still 
Id to. We can’t foresee the answer to that either. 
en melike the Army’s estimates—any forecast of 1945 in- 
the @strial activity, national income and corporate earn- 
| yet Bs must be tentative and subject to change as events 
ne m fold. 
is to 
rieties 







How Much Production After VE-Day? 


he consensus of opinion now built up is that indus- 
al volume for 1945 as a whole will be materially 
tater than had been generally expected, that the let- 
wn after V-E Day will be very considerably less than 
(i been anticipated, that reconversion will start later 
in had previously been believed, and that the pro- 
rtion of total production for civilians in 1945 will 
t be as large as had been looked for. No one can 
illenge this on a factual basis, and it may conceivably 
right. But who can say to what extent this view 
ts on “‘psychology’—capable of being rapidly changed 
events—as distinct from firm official planning? It 
y be almost as fallible as was the opposite psychology 
he high hopes of early victory—which swept the coun- 
when our armies were racing through France. If 
+ Germans still have any fight left when the Rhine 
crossed, another race, rather than slow slugging, 
bbably will be on. 

et us refer again to certain production figures for 
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War Time Changes in Corporate Profits 
(Expressed as Per Cent Return on Net Worth) 
1938 1939 1940 1941 1942 194 
Total Manufacturing............. 48 8.5 10.3 12.4 10.1 99 
RUMI oc oe coe we sewccceves 8.4 11.3 10.5 11.3 99 10.1 
Cleese P RamGadss< « <c ccc ccicccse Def.0.9 0.7 1.77 46 8.3 7.8 
CIRCIe CIEGs occ ceicccecens 60 62 69 65 60 6.4 
Mining & Quarrying............ 46 63 55 78 %75 69 
RM EA dle W id tee 6a 4.;6:4: 60:00 86 8.7 76 7.4 94 99 
SR IGUOIE Seccedccccweccwne 84 99 9.2 10.2 10.1 10.0 
pe errr ree a 49 55 88 85 7.9 
PEGE Mae acne dkwad Koeens 16 44 49 S37 Fe 63 
Ecc vedveccccucecsccce 35.2 35.7 346 35.5 24.2 23.0 
RIE ra cGauwecdceceusenes 11.9 10.0 11.6 13.5 12.8 14.8 
Tobacco Products............++. 126 184 435 11.7 165 SS 
Gr occ ccinsectcacees —_— 3.6 5.5 12.1 106 8.4 
GN Eis oes ccdccccecsens 3.4115 95 9.7 8.3 7.5 
Woolen Goods — 43 58 118 95 9.1 
Clothing.... 2.6 10.4 8.5 11.4 11.6 11.6 
Shoes.... 42 69 81 105 98 91 
Rubber Produ 5.0 9.4 88 11.4 10.3 13.1 
MOMIUNINEIEE oie cic'gaccucesess 34 64 96 105 7.9 7.2 
GE hevescceccccceseceeee 7.8 12.9 13.2 13.6 10.4 10.4 
Dh OE SP erect es 13.9 19.6 21.6 21.5 16 17.4 
Petroleum Products............-- 46 54 69 99 7.0 1.9 
Cement, Gypsum, etc...........- 40 75 78 89 7.4 5.0 
tl 0 eee ca 45 85 96 63 5.6 
Farm Implements..............-. 66 5.1 8.5 106 84 8.5 
Building Equipment............. 0.6 66 105 11.7 91 9.4 
Electrical Equipment............. 5.7 10.5 15.3 15.6 11.1 12.4 
H hold Equi Doe wacena cee 5.7 11.7 12.9 160 9.6 10.5 
REI acd ve6 6 Kose cecisccne 6.1 86 149 19.7 15.2 14.5 
Office Equipment............... 10.0 10.4 12.3 17.1 13.4 11.2 
Railway Equipment.............. —«—«21.8 +74 105 90 9.0 
PE Fs oc cc ccccccccsceces 4.7 99 37.8 48.8 36.0 36.8 
Automobiles. . 7.3 15.9 17.3 18.3 13.3 12.4 
Auto Equipme — 12.8 17.8 19.9 16.8 17.6 
Food Chain Store: 71 104 90 98 83 8.4 
III oro 056 ~oedcccccces 11.3 13.3 12.0 012.9 11.7 11.4 
RE EE oe dsikc ccencdsaewes 3.9 5.7 7.8 84 86 9.4 
fo eee 9.8 14.0 121 11.7 99 9.7 
Total Net Worth (in billions)...... $56.4 $55.5 $56.2 $56.9 $56.2 $57.7 
Note: Above figures are from National City Bank and cover a total of more 
than 2,000 corporations. Though varying by years, number of companies in 
each group is large enough to make the average return typical. 











1942-1943-1944: 230,737 airplanes, 56,22g Navy vessels, 
3,876 merchant ships, 10,743,000 rifles and carbines, 
2,294,000 machine guns (one for almost every fourth 
man in the Army and Navy, including non-combat 
personnel); 1,796,000 Army motor trucks, etc. Now it 
is indicated that there must be more and more of many 
of these and other items. Suppose the stepped up pro- 
duction programs continue into next summer. Would 
it not then be likely—certainly it would be possible 
that V-E Day would find our “arsenal of democracy” 
not only brimful but running over? 

What the writer is suggesting—it obviously can not 
be a forecast—is the possibility that speeded up war 
output in the months just ahead may be at the ex- 
pense of later war output; and that, for all of the pres- 
ent tentative official planning to the contrary, the 
deflation of industrial activity after V-E Day may be 
just about as great as was being allowed for some months 
ago. In this connection it is pertinent to repeat the 
qualifying and publicly made assertion of WPB’s Chair- 
man Krug that the Army’s present revision of planning 
is “tentative.” 

Whether the overall cutback is 20 to 30 per cent or 
jo to 50 per cent it will in any event represent a big 
slice out of production. (A mean between the extreme 
tentative “allowances” would be 35 per cent.) The pro- 
portion by which it will reduce 1945 volume probably 
will depend somewhat less on just how much the per- 
centage cutback amounts to than on when it comes. 
Obviously, the later it comes in the year, the less will it 
reduce total 1945 volume as compared with 1944. It will 
not be a sharp, overnight slump, but a tapering off with 
the greatest period of order cancellations spread over a 
period of at least.several months. Thus, should victory 
in Europe not be won before mid-summer, as Mr. 
Churchill’s latest observations seem to imply, it is prob- 
able that the first quarter of real industrial slump would 
be the fourth quarter of 1945, (Please turn to page 319) 
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— Our Rising Money Supply — 


(in billions of $) 


BY JOHN C. 


Dvorinc the war period since 1939 this country’s 
money supply, as represented by deposits in commercial 
banks and the amount of currency in circulation, has 
been expanded—inflated, if you will—by roughly 125 per 
cent. But even with allowance for reduced quality of 
consumer goods, the purchasing value of the pre-war 
dollar has to date been “clipped” only by some 25, per 
cent. 

It is as if one had drunk five quarts of whiskey—with 
only one quart having the customary effect. That’s “con- 
trolled inflation.” Not completely controlled, of course, 
for in that ¢ase there would have been no advance in the 
price level and the cost of living; but 75 per cent con- 
trolled. Not bad. The powers that be at Washington 
are proud of it, and there are reports that continued 
“controlled inflation” will figure very prominently in the 
Fourth Term economic planning. 

What a happy land this would be—with a delightfully 
smooth road to the more abundant life—if we could be 
sure that the Government can indefinitely pump out 
inflationary purchasing power and yet prevent it having 
proportionately inflationary effect on the cost of living! 
If inflation could continuously increase the national in- 
come by a greater percentage than it depreciates the 
purchasing value of the dollar, then one who questions 
its blessings ought to have his head examined. But any- 
one naive enough to believe that would also believe that 
the law of gravity has been repealed and that water will 
run up hill. 

Actually. our highest fiscal authorities do not have com- 
plete faith in “controlled inflation.” Although the Gov- 
ernment has operated at a deficit for fourteen consecutive 
years and a balanced budget is still out of sight ‘around 
the corner,” they assume—and assure us—that this is a 
temporary thing, an emergency thing. It is taken for 
granted that some day, in some way, inflationary deficit 
financing must halt. They insist that the dollar must 
and will be kept “sound.” You will hear none of them 
contend that endless monetary inflation is compatible 
with a “sound” dollar. The fundamental principles of 
orthodox Government finance are being rigidly adhered 
to. Although our taxes, a primary inflation control, are 
not by any means the world’s highest, the war-time in- 
crease in rates—a more realistic measure of civilian ad- 
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justment to a war economy than differences in prevailin 
levels—has been far greater than in Great Britain. 

Before considering the question of how well—or poor! 
—more “controlled inflation” is likely to “work” durin; 
the transitional post-war period, it is pertinent to ey 
amine briefly the various reasons which, in combini 
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tion, have made it possible to manage inflation with sud 
relative success during the war period to date. Durin 
the five war and early post-war years 1916-1920 the co 
of living (official index for wage earners) went up abou 
g2 per cent. Although the proportion of national pr 
ductive effort diverted to war this time has been fa 
greater, during the five years since 1939 the living co 
increase has been only 25 per cent or less than 28 pe 
cent as great as in 1916-1920. 

The reasons for this difference include: (1) We entere 
this war with relatively much greater “slack” in ef 
ployment and industrial capacity than existed in eith¢ 
1914 or the spring of 1917 when we became a belligerel 
in World War I; (2) due to the great growth of the co 
sumer durable goods industries after the First Wor! 
War—especially the motor and accessory industry, ele 
trical equipment and radio—we had a larger relati 
capacity in the segments of industry readily convertibi 
to war production; (3) more advanced techniques al 
“know how” in plant construction permitted a relative 
faster increment in new industrial facilities; (4) W 
entered this war with relatively larger inventories 
consumer goods to draw on; (5) largely as a result 
experience gained in the First World War, the overd 
Government planning and control—including reasonabj 
prompt adoption of rationing of scarce consumer goot 
higher taxes, emphasis on war-bond savings, price cé 
ings, etc.—were much more effective than last time; | 
from the start the general public, as well as the Gover 
ment, was much more “inflation conscious” than 19 
time, this awareness of the problem contributing 
greater voluntary moderation in consumer spending al 
consequently greater savings. 

Now for the future, it should be obvious that the cq 
trols—especially rationing, price ceilings and wage-salq 
stabilization—can not be safely terminated until a sha 
reduction in war production and increase in  civili 
production bring the current supply of consumer goq 


THE MAGAZINE OF WALL STRE 


the sit 
idea is 
by hig 
out of 
It will 
sible. 
someth 
mains 
It is 
high le 
or not, 
getting 
we hav 
makes | 
limits. 








= 








SE 


NN 


4 
NN 


yailing 


poorlt 
durin 
to ey 
nbing 
h sud 


into adequately ettective balance with the current con- 
sumer demand. Just when that might be is unpredictable. 

At present--and all the portents suggest that this will 
be even more true after defeat of Germany—the weakest 
link in the chain of controls is wage stabilization. The 
labor unions continue to nibble away at this “line.” At 
irregular but periodic intervals it has been “bent,” the 
latest example having been the recent “fringe’’ pay in- 
creases granted steel workers by the War Labor Board, 
estimated to amount to an average of about 7 cents an 
hour. Other unions are now busy cooking up “fringe 
issues” such as higher pay for night work, “substandard” 
pay, elimination of job rate inequalities, ACE 

However, despite making small concessions in a gen- 
erally stubborn and time-consuming rear-guard defense 
of the “‘line,” the Administration shows every sign of 
being adamant in its determination not to terminate 
wage-salary stabilization at least until after defeat of 
Germany. But by now it is virtually a foregone conclu- 
sion that wage stabilization will then go out the window 
and that the Government will support and sponsor higher 
hourly wage rates under the New Deal “purchasing 
power” theory of prosperity. This will not be called 
“controlled inflation.” It will sound better to call it 
“anti-deflation.” 

Whatever it is called, if industry enters the transitional 
period of reduced volume with materially higher hourly 
wage rates than now prevail, there must inevitably be 
either a substantial upward adjustment of OPA price 
ceilings or a sharp squeeze of business profits. The tenta- 
tive evidence seems to promise a combination of both. 
At least as to general principles, OPA policy for meeting 





































Juring§ the situation it knows is coming is already indicated. Its 
re cog idea is that higher wage costs should be absorbed partly 
-abouf by higher prices, partly out of business profits, partly 
al prof out of future increases in the efficiency of production. 
en fi It will strive to limit the price increases as closely as pos- 
1Z coi sible. For purposes of business pl: unning—which requires 
28 pg something more than loose gener ralities—the thing re- 
mains an enigma. 

‘ntere? It is undeniable that for national prosperity we need a 
in emp high level of consumer income. But inflation, controlled 
eithg or not, can not be a satisfactory or effective method of 
igerel getting it, and the “purchasing power” theory, of which 
he cof We have heard so much over the past New Deal decade, 
Worf makes sense only within reasonable—that is, workable— 
y, ele limits. Carried to excess, it must defeat its professed 
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national purpose; and under the program to which the 
Administration appears leaning there is exactly that 
potential danger. 

Private wages and salaries can only be paid out of the 
revenues obtained from production and sale of goods 
and services. If excessive labor costs impinged chroni- 
cally on profits, there would be less business expansion 
and less labor employed. If excessive labor costs forced 
higher prices of goods, actual purchasing power of the 
public as a whole would be proportionately reduced. 
The true road to economic progress is the hard road, 
the road on which enduring advances can never be made 
as rapidly as many demand; the road of ever increasing 
producing efficiency, with the fruits attained thereby 
equitably divided among workers, owners and consumers. 
These are the most elemental economic realities—yet 
some people in Washington and in the labor unions 
seem to need to be reminded of them. 

As it operated before the war—and since--the “pur- 
chasing power” theory brought very uneven gains among 
employed persons—large gains to a minority of the most 
powerfully organized factory workers, smaller gains to 
others, no gains at all to a large group with incomes 
either fixed relatively inelastic for immutable eco- 
nomic reasons. To cite how much the incomes of most all 
groups have increased since the depression year 1932 i 
to confuse the issue. Compare any average or “normal” 
year of the mid-1920’s with 1937 or 1939—or 1944—and 
these are some of the significant changes: (1) a large net 
increment in purchasing power of a minority of or- 
ganized factory workers; (2) a slackened rate of long-term 
price reductions growing out of technological progress; 
(3) reduced purchasing power for much of the “white 
collar” middle class, which is numerically the largest 
group of all; (4) a substantially reduced rate of return 
on productive capita investment, both in terms of operat- 
ing margin and net income; and (5) chronic unemploy- 
ment, until temporarily ended by the war activity. 

Bearing typically on point No. 2, it may be noted that 
the long trend of price reductions on automobiles, pre- 
viously made possible by notable progress in technical 
efficiency, terminated when the unions “took over.” 
There were further large gains in automobile output per 
man-hour over the nine years 1932-1941. There had to 
be to meet repeated increases in wages and maintain 
adequate profits. But for the first time in the industry’s 
history, prices to consumers (Please turn to page 326) 


289 





Cherries Pheips Cushing Phote 








Washington Sees: 


Asked for the real lowdown on the Byrnes’ 
order to reinstate draft in the older bracket 
of registrants, one of Maj.-Gen. Lewis B. 
Hershey's aides summed: "We have been asked 
to say ‘boo’ again." 


Once more, it appears, labor recruitment by 
bluff is being attempted. That has been the 
history of War Manpower Commission opera- 


tion without enforcible law. And the state- 
ment by Senator James M. Mead, chairman of 


the former Truman Committee, that "it is too 
urgent now to wait for legislation; the problem 
must be met and solved within 30 days," points 
up the true situation. 


That means that all of the old remedies that 
previously failed, the urgings, pleadings, threat- 
enings, are to be trotted out again. Lacking 
statutory authority, government chiefs from 
Byrnes on down must try to meet an urgent 
wartime problem by bluff. WPB legal lights 
have found no authority for use of priority 
regulations as a club to drive employers out 
of the competitive labor market, and General 
Hershey already is on record as saying the Se- 
lective Service Act cannot be lawfully employed 
to control civilian employment. 


_ Why is essential legislation lacking? Solely 
because departments sought to by-pass Con- 
gress, rule by executive fiat. 
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By E. K. T. 


FIGHT for the Saar may prove decisive in the War of 
Europe. Its mines gave Germany seven per cent of her 
coal, ten per cent of her steel and pig iron. With the 
Ruhr hard hit the Saar takes added importance, but 
between American armies and that goal lies the Siegfried 
Line. The supreme command in Washington places a 
high price on the Saar, admits it must be paid for in 
blood, but knowing Germany cannot give it up and 
remain in the war long, is prepared to pay the price. 
RETIREMENT of Secretary Cordell Hull will delay im- 
portant Cabinet shifts. The Cabinet is an advisory body 
to the President, importance of which is not generally 
recognized. Having lost his bulwark of “old-fashioned 
ways,” F D R is not inclined to be hasty. But one change 
can be put down as certain and early: Robert E. Han- 
negan, party chairman, will succeed Postmaster General 
Walker, who is ill, tired, unhappy, out of his element, 
and—unlike Hannegan—doesn’t need a job. 
SOCIALIZED medicine, of a type, is in prospect without 
legislation but with the taxpayers footing the fees. The 
Veterans Administration has a 25-year program to in- 
crease hospital beds from 95,000 to 300,000, and at the 
war’s end 20,000,000 persons—one-fourth of the adult 
population—will be eligible for medical care supplied 
by the government. That represents the armed strength 
of the two wars. Tuberculous patients and psychiatric 
cases, needing specialized facilities, may lead in numbers 
and problems. 

WORK-OR-FIGHT orders from the White House won’t 
cure the manpower situation, and that fact is fully re- 
alized. The working force of ten millions already has 
been raided by selective service and has few eligibles 
in it who are under 38 years of age—older men, and 
women, make up the major part of these millions. 
Of the 700,000 who quit industrial jobs each month 
most are beyond the reach of the draft for those or 
other reasons. Krug’s bonus plan still gains strength. 
Universal service is “out.” 

COST BURDENS of post-war “made work” may be 
lightened if a program gaining ground here is adopted. 
The Treasury has six billion dollars of social security 
funds which some, notably retiring U. S. Senator John 
A. Danaher of Connecticut, see as a source for financ- 
ing self-liquidating projects which keep principal intact 
and pile up interest. Skeptics prefer to await the report 
of actuaries, but aren’t discounting the potentialities. 
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War Production Board officers maintaining contact with the 
military are passing cn word to industry not to anticipate Victory 
in Europe until late in 1945. That's based on independent survey, 
not predicated upon Churchill's revised estimate of number of 

months of war ahead. 




















The advice goes beyond delaying reconversion; includes 
planning for more facilities. For instance, two pulp producing 
mills long out of use will be reconstructed with an August com-—- 
pletion in mind. 














































Since free flow of pulp for paper and container 
manufacture is assured as soon as Germany falls, the WPB advice 
goes far to fix the current forecasts on end of the war, moves the 
date from spring to fall. 
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Announcement cellophane will be available to wrap chewing 


























in gum and cigarette packs had the desired psychological effect, and 

nd that's all that was intended. Gloomy packages have worried Washington. Use of 
chemicals, sorely needed elsewhere, has been permitted to avoid black-and-white 

i'm- labeled containers, allow color. 

ei Actually, WPB once considered prohibiting comic strips in color, ruled 

1ed it out on the ground that they would be depressing. Studies by Office of War 

ge Information had confirmed what most people thought: adults are avid followers of 

an- the "funny papers." 

= That study suggested wider use of comic strips to further the war effort, 
sell bonds, etc. Industry caught on to the notion and has launched what 

out promises to be one of the most popular forms of advertising after the war. 

The 


in- Civil Service Commission has given the expression "duration of the war" 











the a new meaning. Now it connotes a period extending not less than two years after 
the fighting stops. World War I didn't end Nov. ll, 1918. It legally terminated 
with, July 2, 1921-- two and one-half years later. 

5 . 

aa The Commission's action is meaningful. It serves notice that "wartime 





measures"-——executive and administrative powers, duties, and controls—-may still 
be operative years after men are out of uniform. 
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has Coupled with a plea to government workers to "Stay on the job for 

bles duration" was a promise of six months notice before separating any of those who 
and complied, from the federal payroll. WPB and WMC are toying with the idea of a 
we’ Similar pledge to war plant workers. 

mth 

: “4 The butter vs. margarine battle will be fought with renewed vigor in the 
gt Xs 


new Congress with oleo standing a chance to win out, for the first time since the 
two products first locked in combat. With butter scarce, the 10-cent tax on 





* be 











yted. artificially colored margarine may be wiped out. 

irity 

john Scarcity and high ration point values on butter have worked in favor of 
anc- oleo. New industries have come into existence, old ones enlarged. Oleomargarine 
atact 








may become one of the major food industries after the war, if the tax is 
eliminated, for public taste has been cultivated to an unlooked-for extent. 
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Important factor to be considered is highly organized status of the 





dairy industry, plus the fact that it operates in all states, unlike some other 
farm groups. 








Achievement of the U. S. Army in building a pipeline from Calcutta to 
Assam in North Burma lifts some of the pessimism from the China picture. 
Completion of this link has just been revealed, and forecast is that the stretch 
to southwest Yunnan Province will be on schedule. 


That means planes flying the "Hump" will need to carry a single trip 
load of gasoline, not a round trip supply. It means more space for bombs, 
greater efficiency, less likelihood of ships and equipment lost. It means, too, 

















that a project born of the necessities of war will contribute a peacetime boon. 





The Treasury is fuming over Capt. Edward V. Rickenbacker's suggestion 
that returning servicemen "should not be saddled with a huge national debt." 
The World War Ace, now a leading industrialist, observed it might be better to 
cancel the debts, let them start from scratch. 








Rickenbacker probably had in mind, but didn't make clear, that servicemen 
have sacrificed out of proportion to civilians and the scales should be balanced. 
But the Treasury thinks the period of the Sixth War Loan Drive was an inappro- 
priate time to inject this proposition. 














Government, for once, is practicing what it preaches. War veterans are 
being given jobs in large numbers. Since Pearl Harbor 4,000 with physical 
handicaps have been put on the payroll. 











Federal agencies are looking to victims of war's injuries to fill gaps 
left by 600,000 civilians who resigned to enter military service. Many will want 
their jobs back at the end of the war. No one has the answer to the problem 
ahead. 








Owners and renters of commercial properties may prepare for OPA rent 
ceilings next year. The Wagner Bill, placing those rentals under control in the 
Same manner as residential space now is, has been sidetracked, but only for the 
current session. 








The principle was approved but delay was grounded upon "state's rights"—- 
the possibility, admittedly not a probability—- that states may elect to legislate 
in the field. Most legislatures meet in January. 








OPA Administrator Chester Bowles says no state has shown an inclination 
to move despite serious abuses in many localities, notably New York City where 
loft leases have developed a scandal. Sheafs of letters attest the proclaimed 
need for OPA intervention, OPA says by way of groundwork for federal law. 











Commercial rentals are cost elements entering into the price of raw 
materials and production outlays and hit the consumer directly. The impact is 
immediate. OPA has evidence. Limitations may extend beyond money demands, also 
cover terms. Landlords are demanding long-term leases at enhanced prices. 











With diplomatic relations more strained than cautious new stories would 
indicate, demand is growing for re-examination of lend-lease, going direct to 
its fundamentals and extending to its "end uses." 











Congress will review the subject against a background of Britain's 
attitude toward liberated nations. Greece is an instance, but not the only 
one. Use of lend-lease goods to promote good will for England is to be probed. 
The suggestion that "reverse lend-lease" squares accounts has nettled Congress. 
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Win the recent announcements of stock dividends 
and higher cash dividends by several banks, bank stocks 
have come into the spotlight. During the last month, 
the Public National Bank, Bankers Trust Company, and 
the Harris Trust and Savings of Chicago have taken the 
initial action to pay stock dividends amounting to 
10.20, and 334% per cent, respectively, of their capital 
stock. It would appear from the earnings reported by 
these institutions for 1943 (and for 1944 through Sep- 
tember go) that the cash dividend rate will not be 
changed, so that fortunate stockholders will enjoy in- 
creases of one-tenth, one-fifth, and one-third in their 
dividend income from these securities unless they elect 
to sell the increased portion of their holdings. The cash 
dividend rate has been increased by the Bank of Manhat- 
tan, Irving Trust Company and J. P. Morgan. In 
addition it has been rumored that the National City 
Bank and the Guaranty Trust Company will also issue 
stock dividends. 

Naturally bank stock prices have been spurred on by 
this wave of higher dividends which has by no means 
been confined to New York and Chicago, the two 
leading financial centers of the country. The trend of 
bank shares, which are quoted almost without exception 
on the over-the-counter market, has been more favorable 
than of other shares. Since the April 1944 lows, the 
American Banker’s index of bank stock prices has risen 
more than half again as fast as the Dow-Jones industrial 
averages. What is more, bank shares are now at the 
highest level since 1937, whereas the equities listed on 
the organized exchanges have yet to reach the levels ob- 
taining shortly after the declaration of war in 1939. 
Bank stocks have at last emerged from the doghouse of 
investor Opinion in which they were placed by the wid- 
spread failures of the early thirties. They are once 
again, albeit gradually, regaining their position as the 
premier medium of investment among equity securities. 

This development is directly related to the war and 
the higher earnings that the banks’ role as single most 
important creditor of the U. S. Treasury has brought. 
Despite the failure of bank loans to expand appreciably 
in the face of heightened economic activity and despite 
the fact that interest rates were at or near the lowest 
levels on record, all member banks of the Federal Re- 
serve System were able to report net profits after re- 
coveries of assets previously written off and after profits 
from the sale of securities, at exactly the 1929 figure of 
557 million dollars. 

The answer to this apparent anomaly is equally ap- 
parent. So great has been the expansion of the total re- 
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sources of the banks—Government security—holdings to 
the exclusion of almost everything else—that despite the 
very low rate of return per dollar of earning assets, total 
earnings have risen to the level of the good old days. 
In fact, judging from the Federal Reserve reports of mem- 
ber bank earnings in the first half of 1944, the 1929 net 
profts will be exceeded in the full year of 1944. It’s in 
its effect the same old story of high volume, low unit 
costs, and high over-all earnings as applicable to mass 
production manufacturing and marketing industries. 

Government security holdings of all member banks in- 
creased by more than four times between 1940 and 1944. 
During 1940 and 1941 investments in Government obliga- 
tions rose only moderately, by 1.5 and 3.7 billion dollars, 
respectively. In 1942, the first full year of Ameican parti- 
cipation in the war, however, bank purchases of Gov- 
ernments spurted sharply amounting to 18 billion. In the 
following year Government security holdings increased 
by 15 billion and it is estimated that the full year 1944 
will see further acquisition of about 13 billion dollars 
worth of Governments. All told, bank portfolios of 
Government securities rose over 51 billion dollars, and 
Government obligations grew to exceed 70 per cent of 
total earning assets. 

The significance of this development has an additional 
aspect aside from the fact that it has brought about 
substantial improvement in bank earning power. This 
aspect lies in the fact that interest due on Governmment 





Banks made a major contribution towards financing the war 
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obligations will always be met and that the Federal 
Reserve Banks stand ready to maintain Government 
security prices at present levels and to extend credits on 
the security of Government obligations at par at all 
times. The overwhelming preponderance of Government 
securities in the composition of bank earning assets has 
not only improved bank revenues but it has added a 
factor of stability to those revenues that is not enjoyed 
by any other private ennterrpise. 

Over the war period new loans have been made just 


War-Time Trend of Bank Loans 


about as fast as old ones have been paid off. Non-essen- 
tial loans to non-war business, to consumers and on 
real estate have declined and their place has been taken 
by war production loans guaranteed by the War and 
Navy Departments and the Maritime Commission, and 
by loans to brokers and dealers and individuals for the 
purchasing and carrying of Government obligations. All 
in all, total loans will not have increased by more than 
2 billion dollars over the four years endindg on Decem- 
ber 31, 1944. Most of this gain so far has come in loans 
on Government securities, and the volume of war produc- 
tion loans has been disappointingly small. This was to 
have been expected, however, in view of the substitution 
of Government for bank credit in financing the major 
part of war plant expansion and of war production (the 
latter chiefly through advance payments on war contracts 
extended by the very Government agencies which 
guarantee V loans). The loans extended during the war 
have generally borne lower rates of interest in view of 
the prime collateral behind them in the case of Gov- 
ernment security loans and the Government’s guarantee 
in the case of most war production loans. Income from 
loans has therefore fallen off since 1941, but not to any 
great extent. 

In New York, certain other eastern financial centers, 
and Chicago, the wartime changes in the banking posi- 
tion have been somewhat different. Banks in these cities 
have been subject to constant outflows of funds as a 
result of the differences in the geography of Treasury 


financing and Government war procurement. For 
strategic reasons, most new munitions plants have been 
built in the interior of the country and war contracts 
have been awarded in noncoastal areas as far as possible. 
On the other hand, most of the funds raised by the 
Treasury to finance the war have had their source in the 
big money market centers of the East, and in Chicago. 
The Treasury, in other words, has secured more funds 
from these cities through taxation and borrowing than 
it has spent in them, so that funds have constantly flowed 
out of the financial communities. As a result, deposits 
and Government security holdings of the large money 
market banks have not gained as rapidly as have those 
of banks in other sections of the country. 

The pressure on the New York City banks has been 
especially great. In addition to the loss of funds result- 
ing from Treasury operations, the New York banks have 
been the first to feel the drain on their deposits oc- 
casioned by the exportation of gold which got under 
way late in 1941. The United States has lost gold at the 
rate of about a billion dollars a year since 1941 as a 
consequence of increased exports under Lend-Lease 
while our rising imports of raw materials have had to 
be paid for in cash. The effect has been that foreign 
exporters in return for goods sold in this country have 
been acquiring bank deposits, primarily in New York, 
which they have been exchanging for gold. The New 
York banks, in effect, have had to buy gold from the 
Federal Reserve Bank with deposits held for foreign ac- 
count, the gold being shipped abroad. (The actual 
operations by which gold is transferred abroad is some- 
what more complicated than this simplified way of de- 
scribing the practical effects of gold exports). 

This pressure on the deposits and consequently the 
earnings assets of the money market banks has not 
exercised any detrimental effect on the earning power 
of those banks. In fact, in the presence of offsetting 
factors the net income of such institutions has tended to 
increase faster over the war period than that of other 
banks. Thus, most of the increase in loans has occurred 
among the larger banks. For one thing, most war 
production loans have been so large that the smaller 
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Statistical Data of Leading Banks 
Government 
Wartime Earning Securities 
Increase Assets as Net indicated 
in es Percent Earnings per Current _ Times Price— 
Deposits Percent of Total Common Share Dividend Dividend Book 1944 Current Current Earnings | 
(12/30/40- of Total Earning Calendar12 months Rate Earned Value Price Range Price Yield Ratio | 
9/30/44)Resources Assets Year to 12 Mos. per Share (Bids) (Dec. 8 12 Mos. 
Leading New York Banks Per Cent 9/30/44 9/30/44 1943 9/30/44 9/30/44 9/30/44 High Low Bid) 9/30/44 
Bank of Manhattan... .........e.000- 38% 80% 63% $1.66 $2.08 $1.00 2.1 $25.83 $2835 $2014 $2836 3.5% 13.6 
CE TE 6550 6:0600p 000s 000 16 85 72 24.42 27.37 14.00 1.9 369.70 460 386 460 3.0 16.8 | 
OS See 8 82 67 5.48 4.05 1.40 2.9 52.07 61 41 61 2.3 45,1 | 
Brooklyn NE re ee 60 719 78 5.19 7.69 4.00 1.9 178.84 113 85 11114 3.6 14.5 } 
Central Hanover Bank & Trust Co....... 18 82 714 7.28 7.54 4.00 1.9 100.45 110 95% 110 3.6 14.6 
Chase National Bank................. 23 81 69 5.09 3.87 1.40 2.8 38.33 45 354 45 3.1 11.6 | 
Chemical Bank & Trust Co............. 38 82 65 2.81 3.03 1.80 5, 42.17 5414 4632 5445 3.3 18.0 
Commercial National Bank............ 49 80 75 3.61 4.29 1.60 2.7 51.14 504 44 50'4 3.2 5 
Continental Bank & Trust Co........... 84 78 47 2.14 2.27 0.80 2.8 24.16 253% 174% 253, 3.2 T1:3 
Corn Exchange Bank & Trust Co........ 65 16 89 3.56 3.82 2.40 1.7 50.45 §5554 $4416 §5554 4.3 14.6 
Empire Trust Co.... oe - £3 84 71 7.06 7.79 3.00 2.6 98.0 85 7032 85 3.5 10.9 
First National Bank . ° 24 86 84 106.16 118.29 80.00 1.5 1,270.43 1,915 1,450 1,915 4.2 16.2 
Guvaranty Trust Co.. - 22 84 75 21.83 24.05 12.00 2.0 331.59 358 302 35 3.4 14.9 
Irving Trust Co....... o. 88 80 714 0.90 1.08 0.60 1.8 21.6 174 12) 17% 3.5 16.0 
Manufacturers Trust Co.............06. 80 80 73 4.37 4.73 2.00 2.4 43.84 56 45 56 3.6 12.8 
Marine Midland................000. 52 80 55 0.86 10.92 0.16 5.8 410.35 §814 86165 §7% 2.1 8.4 
J. P. Morgan & Co., Inc... .......54.. 6 82 80 21.66 #26.00 6.50 4.0 220.48 279 213 279 2.3 10.7 
National City Bank. ................. 34 80 69 6.28 6.46 1.00 6.5 40.47 45 337 45 22 7.0 | 
ET See 41 84 68 6.14 723 3.50 2.1 87.95 10514 89 105% 3.3 14.6 | 
Public National Bank................ 115 81 70 3.31 4.25 1.50 2.8 50.49 494 34)6 4944 3.0 11.6 
United States Trust Co................ —10 86 67 82.72 82.26 70.00 5 1,522.11 1,490 1,260 1,490 4.7 18.1 | 
Leading Out-of-Town Banks | 
jank of America (San Fran.).........- 131 80 64 4.04 *8,.39 2.40 2:5 **37.06 5314 44 53! 4.5 6.4 | 
First Nationai (Boston). ............+. 58 75 6 2.90 3.13 2.00 1.6 44.28 5512 47 5545 3.6 17.7 
First National (Chicago).............. 70 80 70 27.27 *40.39 8.00 5.0 **209.39 290 220 290 2.8 ne | 
Harris Trust & Savings (Chicago).... ... 61 77 57 25.42 29.20 12.00 2.4 350.55 500 370 500 2.4 17.1 | 
Penn Co. for Insur., etc. (Phila.)....... 49 74 67 2.21 2. 1.60 1.4 28.30 3916 33% 39% «641 1733 | 
**As of June 30. *12 Mos. end. June 30. t Net operating earnings before losses and write-offs and recoveries and profits. tAs of Dec, 31, 1943. 
§ Shares listed on New York Stock Exchange, prices cover actual trades, high, low, and close. #Estimated. 
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banks have not been able to handle them. For another, 
most of the Government security loans have accrued to 
the money market banks because such loans are 
customarily centered in the large financial centers where 
the security markets are located. In addition, the large 
banks had early adopted a policy of remaining “fully in- 
vested,” that is they have kept their cash holdings down 
to the minimum necessary for meeting their customers’ 
needs for currency and maintaining their reserves at the 
levels required by law, and have either invested (in 
Governments primarily) or loaned out every available 
dollar of idle cash over and above that minimum. In 
this way earnings have been maximized by full employ- 
ment of all funds. The smaller and medium sized banks, 
on the other hand, have continued to maintain large 
deposits with correspondent banks and extensive balances 
with the Federal Reserve Banks in excess of legal require- 
ments. No interest is paid on these deposits or balances. 

Among the other major factors that have led to the 
improvement of bank earnings, aside from the growing 
significance of service charges as a source of income, 
most important has been the decline in the write-offs 
of earning assets. Since 1941, losses on loans and on 
investments have fallen about a third, reflecting the 
substantial increase in the quality of assets held—Govern- 
ment securities and Government guaranteed war produc- 
tion loans. In the same period, however, recoveries on 
assets previously written off and profits on securities sold 
have declined, principally because of a falling off in 
security profits. With the substantial liquidation of the 
second grade securities and other assets held over from 
the depression and with profits from the sale of Govern- 
ment securities small, some such decline was bound to 
occur. For these reasons, write-offs, losses and profits on 
the liquidation of assets may be expected to contract 
further in future years. 

The tremendous wartime expansion of bank assets 
and, by the same token, bank liabilities (principally 
bank deposits), has created an alleged need for addi- 
tional capital funds. Both bank management and 
Federal and State bank supervisory authorities recognize 
this problem. A few banks have issued additional stock 
to meet this requirement. Most of them have followed a 
policy of maintaining dividends at the depression rate 
(until recently) and adding all the increase in earnings 
to various reserves and to undivided profits accounts. In 
recent weeks, however, many banks have issued stock 
dividends, and in that way have earmarked a part of 
their increased revenues. 


Capital Adjustments 


The same effect has been created by a few banks by 
increasing the par value of their stock. Neither of these 
methods of increasing capital, however, answers the main 
problem which is that of increasing total capital funds in- 
asmuch as they merely involve a transfer from undivided 
profits, one category of capital funds, to another, capital 
proper. Stock dividends, cn the other hand, may help 
pave the way for favorable investor reception of any 
new securities that may be floated. This holds equally 
true for increased cash dividends which have also been 
declared with equal frequency in recent weeks. 

The need for additional capital funds may be ques- 
tioned, however, in view of the prominence of Govern- 
ment securities among bank assets and their ready con- 
vertibility into cash, thanks to the Federal Reserve 
Banks. Any tendency of “nervous” deposits to move out 
of the banks can easily be met by the sale of Government 
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securities at a moment’s notice without loss. In addition, 
short term securities may be allowed to mature without 
being replaced if cash is needed. 

The outlook for increased bank earnings has never 
been better. In fact, it is possible to say with a certainty 
that can rarely be entertained in predicting the course 
of economic events that banking will be the only busi- 
ness that will enjoy higher profits in the transition from 
war to peace. And of course this observation applies 
to the postwar era after industry has fully converted to 
peacetime operations. The factors making for even more 
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prosperous conditions in the future than exist in bank- 
ing today may be outlined as follows: 

1. During the war and early postwar period, the 
Treasury is likely to continue to expend more funds 
than it takes in through taxes. The banks will continue 
therefore to finance a large portion of the deficit, espe- 
cially since reconversion unemployment may impair the 
public’s ability to absorb Government securities. 

2. Corporations will be in need of large sums of mon- 
ey in order to make reconversion expenditures upon the 
conclusion of hostilities and will be forced to sell a large 
part of their accumulations of Government securities 
in the open market, primarily to the banks. 

3. Savings bond owners may be expected to cash in 
at least part of their holdings so as to satisfy pent-up 
demands for new automobiles, refrigerators, radios, etc. 
In order to redeem these savings bonds, the Treasury 
will have to float new issues in the open market. Again, 
these securities will be absorbed largely by the banks. 

4. The volume of bank loans may well increase after 
the end of the war, as the liquidation of war production 
loans is more than offset by a host of new loans to busi- 
nesses that were forced to discontinue operations during 
the war (automobile dealers, for example) and to con- 
sumers, the real bright spot in the loan picture. In ad- 
dition, termination (T) loans, GI loans, FHA-insured 
mortgage loans, and other types of more specialized 
loans such as accounts receivable, chattel mortgage, field 
warehouse, term loans, and instalment loans on com- 
mercial and industrial equipment as well as on consumers 
durable goods, are all expected to swell the banks’ loan 
volume after the war. The banks are taking feverish 
steps to recapture the loan market from the finance com- 
panies and other private and public lending institutions. 
To this effect they have organized a number of bank 
credit groups which will undertake to extend credits to 
small business enterprise which cannot be handled by 
individual local banks because of the length of the term 
of the loans or because of other conditions of such loans. 
In addition, the larger banks through the V loans have 
reestablished local loan rela- (Please turn to page 320) 
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--For Safety and Income from 
Selected Preferred Stocks 


BY JAY D. 


As the year-end approaches many investors are selling 
to register profits or losses for tax purposes, with re- 
sultant switching involved in these December security 
adjustments. Some investors are buying the better pre- 
ferred stocks with proceeds received from bonds called 
for redemption. There has also been considerable buy- 
ing in the more speculative preferred stocks, including 
those with heavy dividend arrearages, a list of which ap- 
peared in the Magazine of Wall Street issue for Oc- 
tober 28. 

Many companies in the past three years have arranged 
to pay off all or part of the dividends accrued on their 
preferred stocks. However, those who contemplate buy- 
ing any of these speculative preferred issues should first 
investigate each situation carefully as it is by no means 
certain that plans will be formulated in the near future 
for taking care of all these accruals. In some cases, there 
are apparently insurmountable difficulties such as opposi- 
tion from stockholders and the state laws under which 
the company was incorporated. Companies which appear 
to be in a good position are: (a) those which have 
made some dividend payments this year, and (b) com- 
panies which have earned more on their preferred stocks 
in the last two years (1942-1943) than the total amount of 
dividend arrears. (see table in October 28 issue, page 93). 

For some time, we have been witnessing a growing 
shortage of high-grade investment media. The steadily 
lowering yields of high grade bonds has increased the 
demand for better yielding preferred stocks which possess 
some favorable factors over bonds not only because of the 
greater income, but also because there is a good pos- 
sibility of a more liberal tax treatment through eventual 
elimination of double taxation, that is taxation of cor- 
porate profits and dividends distributed therefrom. 

While the writer would stress the necessity for main- 
taining at all times a proper relationship as between 
bonds, stocks and cash in order to afford maximum 
flexibility of portfolios, many investors may be dis- 
satisfied with their present security holdings and desire 
to substitute some preferred stocks. In any such revision, 
the first consideration should be elimination of securities 
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in unpromising industries or those having unstable earn. 
ing power and/or an erratic dividend record, especially 
where income is a prerequisite. Of course, in making 
one’s selections it is essential to have adequate diversif- 
cation and allocate only a certain percentage of funds 
to securities of companies in any single industry. In 
apportioning funds among various types of securities, the 
investor mtust be guided largely by personal circum 
stances and requirements. In making new commitments, 
one should avoid paying more than the call price in the 
event the security has a redemption provision. 

Furthermore, basic characteristics of preferred issues 
differ from those of bonds in two respects: (a) there is 
no fixed maturity date, and (b) dividends do not con- 
stitute a fixed charge so that omission does not affect 
the solvency of the company. 

As banking institutions are not permitted to buy pre- 
ferred stocks, marketability is generally poorer than that 
of high grade bonds, and price fluctuations greater. 

Two lists of preferred stocks have been prepared to 
assist investors in selecting issues which comply with their 
objectives. List No. 1 contains a group of high grade 
preferred stocks. List No. 2 comprises medium grade 
preferred issues for appreciation and for income and 
presents Opportunities for investors seeking liberal in- 
come yields from fixed income securities. 

The price range for this year shows clearly that even 
the high grade preferred stocks fluctuate in value, and 
purchases made after the price pendulum has swung too 
far from the low may eventually result in a substantial 
capital loss. It is therefore preferable to try and make 
purchases when the market price approaches, or is lower 
than, the average price for the year. This requires 
patience but what we may lose in income should be more 
than offset by avoidance of capital loss. It is notable that 
the divergence between the high and low prices registered 
is, in many instances, equivalent to two to three years 
dividend payments. 

Comments on List No. 1: This tabular statement 
shows a diversified list of representative companies whose 
preferred stocks are listed on the New York Stock Ex- 


THE MAGAZINE OF WALL STREET 





chang 
dicate 
high ( 
this i 
many 
above 
$7 pr 
Moto 
DuPc 
127, ¢ 

Co 
all lis 
has a 
not b 
dicate 
high 
the S 
$6 pr 
latter 
price 

Pr« 
for s¢ 
do w 
19-44 

Pa 
ings 
tion 
& Cc 
ferre 
Razo 
regul 
1931, 
tinuc 

Gi 
1943 
moni 

Nz 
equi 
in 1 

W 
prefe 


, zine 


prot 
divic 
utili 
Phil: 
1928 
their 

Te 































2arn- 
ially 
king 
rsifi- 
unds 

In 
, the 


Culm: © 


ents, 
» the 


SSUES 


re is 
con- 
flect 


pre- 
that 


1 to 
heir 
rade 
rade 
and 

in- 


‘ven 
and 

too 
tial 
ake 
wer 
ires 
10re 
that 
red 
ears 


lent 
10Se€ 
Ex- 


SET 





, zine of Wall Street issue of November 25. 








change, thereby assuring good marketability. The in- 
dicated income yields range from a low of 3.22% to a 
high of 4.64%. Each preferred stock is non-callable and 
this is an important factor in a market which has so 
many good preferred issues selling five to nine points 
above the redemption price. For example, Bucyrus Erie 
$7 preferred callable at 120 and selling at 128, General 
Motors $5 preferred callable at 120 and selling at 190, 
DuPont $4.50 prefered callable at 120 and selling at 
27, CXC. 

Coments on List No. 2: These preferred stocks are 
all listed on the New York Stock Exchange. All but one 
has a stipulated redemption price and purchases should 
not be made, in any case, above the call price. The in- 
dicated income yields range from a low of 4.55% to a 
high of 7.69%. Too issues are legal for trust funds in 
the State of New Jersey, namely, American Crystal Sugar 
$6 preferred and Republic Steel $6 prior preferred. The 
latter issue is selling 814 points below its redemption 
price of $110. 

Prospects for railroad equipment stocks appear bright 
for some time to come and American Locomotive should 
do well in 1945. Earnings on the preferred stock for 
1944 are estimated to be around $18 per share. 

Packing companies are now enjoying substantial earn- 
ings and the demand for their products after the cessa- 
tion of hostilities will undoubtedly be heavy. Armour 
& Co. (Ill.) prior preferred and Wilson & Co. $6 pre- 
ferred should benefit from such prospects. Gillette Safety 
Razor has a good dividend record. It has paid dividends 
regularly on its preferred stock since it was issued in 
1931, and, incidentally, dividends have been paid con- 
tinuously on the common stock for 27 years. 

Gimbel Bros. earned $17.30 on its preferred stock in 
1943 as compared with $17.64 in 1942. In the first six 
months of 1944 it showed $8.23 as against $6.41 in 1943. 

National Supply Co. manufactures oil and gas field 
equipment. It earned $17.40 on the prior preferred issues 
in 1943 and $7.78 in the first six months of 1944. 

Worthington Pump & Machinery Corp. $4.50 prior 
preferred was reviewed and recommended in the Maga- 
It is well 
protected by net current assets of $130 per share and 
dividend requirements are well covered. The two public 
utility preferred stocks, Public Service of New Jersey and 
Philadelphia Co., have paid dividends regularly since 
1928 and 1930, respectively, and earnings should warrant 
their continuance. 


To our readers who are interested in low price pre- 











List No. 
High Grade Preferred Stocks 
Divi- 1944 Approx.Income 
dend Call Price Range = Market Yield 
Issue Rate Price High Low Price 
American Can Co. cum...... $7.00 N.C. 183 170!2 $180 3.89 
American Smelt. & Ref. cum. 7.00 N.C. 160 147 159 440 | 
Corn Products Co. cum...... 7.00 N.C. 1843, 1732 180 3.89 
Eastman Kodak Co. cum..... 6.00 N.C. 193 175 186 3.22 
Ingersoll-Rand Co. cum...... 6.00 N.C. 164 158 160 3.75 
Geo. W. Helme cum....... 7.00 N.C. 166 160 163 4.29 
international Harvester Co. 

GMI blero e'osGaib eieie: erecactca:a 7.00 N.C. 175'2 165'2 174 4.02 
Liggett & Myers Co. cum..... 7.00 N.C. 18138 17414 1719 3.91 
National Lead Co. cum...... 7.00 N.C. 17932 164 176 3.97 
National Biscuit Co. cum.... 7.00 N.C. 176 165 175 4.00 
Otis Elevator Co. cum...... 6.00 N.C. 153 147 152 3.95 
Pacific Tel. & Tel. Co.cum.... 6.00 N.C. 162'2 149 159 3.77 
U. S. Gypsum Co. cum...... 7.00 N.C. 180 170 1719 3.91 
Cluett Peabody Co........ » 7.00 N.C. 152 145 151 4.64 
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List No. 2 
Medium Grade Preferred Stocks for 


Appreciation and Income 





} 

Divi- 1944 Approx. Income | 

dend Call Price Range Market Yield } 

Issue Rate Price High Low Price % | 


American Crystal SugarCo $6.00 105 107 10144 $105 5.71 





American LocomotiveCo. 7.00 115 107% 80% 107 6.54 
American Woolen Co... 7.00 N.C. 95% 67% 1 7.69 
Armour & Co. (Ill.) prior 
Geiger cctecceccaass 6.00 115 10344 71444 =103 5.83 
| Crown Zellerbach Co.... 5.00 10244 10414 97% 104 4.81 } 
Gillette Safety Razor.... 5.00 105 90 69 88 5.68 | 
Gia GNEE snc cc cccces 6.00 105 103% 83 103 5.83 | 
National Supply Co. prior 
Bins cc dceswenrs coc 6.00 105 932 8334 904 663 | 
Remington Rand........ 450 100 99% 83% 99 455 | 
Republic Steel prior pfd.. 6.00 110 10114 87 101 5.94 
Sharon Steel Corp....... 5.00 105 78'4 6374 16 6.58 | 
Wilson & Co.........-. 6.00 100 994 80% 998 612 | 
Worthington Pump & H 
Mach. prior pfd...... 4.50 105 824 41% 19 5.70 
Public Service of N. J... 5.00 N.C. 10334 87% 102 4.90 | 
Philadelphia Co........ 6.00 110 10634 8814 104 5.77 











ferred stocks, there is shown a list of such equities which 
have fair to a good investment status. If one were to buy 
ten shares of each issue, it would involve an expenditure 
of approximately $3,075. The yearly return therefrom 
is $168.50, giving an indicated income yield of 5.47% 
The income yields range from 4.00% to 7.00% 

The best of these low priced preferreds include Deere 
& Co., Twentieth Century Fox Film, Raymond Concrete 
Pile, Columbia Pictures, Rayonier, Inc. and Foster 
Wheeler Corporation. ‘he latter company is in a very 
strong financial position and its preferred stock is well 
protected by net current assets. “The same may be said 
of Raymond Concrete Pile and Columbia Pictures 
preferred issues. ‘’wentieth Century Fox Film $1.50 
preferred is convertible into 1-14 shares of common stock 
now selling at 27-14. The conversion feature begins to 
look attractive. 

U.S. Lines new preferred was issued in 1943 and while 
it must be considered as a speculation, earnings should 
warrant regular dividend disbursement. However, ap- 
preciation in market price appears limited as it is selling 
near its call price of $10.50. Celotex $1.00 preferred was 
issued in 1943, five new shares of preferred being offered 
for each share of old $5 preferred stock, par value $100. 
Dividend requirements were covered 3.56 times in 1943 
and while 1944 earnings are not as good as last year, 
they should at least be covered 2.5 times. 

Since the status of the low-priced preferred stocks 
listed in our third table may be less well known to a 
good many investors, additional statistical information 
is given in the following summaries so that readers may 
reach their own conclusions as to whether or not these 
low-priced senior equities comply with individual port- 
folio requirements. 

FOSTER WHEELER $1.50 Cumulative Prior Pre- 
ferred Stock is callable at $26 per share. Net current 
assets alone on the prior preferred stock, as of December 
31, 1943, amounted to $81.00 per share or over three 
times current market price and disregarding all fixed 
assets. The company cannot pay dividends on its com- 
mon stock when net current assets are below $25.00 for 
each share of prior preferred stock outstanding. Earn- 
ings on the prior preferred in 1943 amounted to $35.20 
per share as compared with $21.74 in 1942. In the first 
six months of 1944, $16.16 per share are shown. 
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Preferred stocks selling from $10 to $53 
and paying regular dividends 
l- rox.income 
eee i rg 
Issue Rate Price High Low Price 
United States Line.............. $.70 104% 1034 8% 10 7.00 
DONE, ovens coasansowase 1.00 20 19% 17 19 5.26 
POE WRENN os ccc.cesccceces 1.50 26 25 20 2434 6.00 
Stokely Van Camp Inc........... 1.00 21 17% 15% 17 5.88 
Ne RS erry 1.40 N.C. 36% 32% 3544 4.00 
MN eh gore icicansaednvseee 2.00 3734 3454 28 34 5.88 
Twentieth Century Fox Film....... 1.50 35 3446 28% 334% 4.48 
Columbia Pictures.............. 2.75 53 484% 39% 48 5.73 
Reading Co. 2nd Pfd............ 2.00 50 34 27% 33 6.06 
Raymond Concrete Pile.......... 3.00 55 55 48 53 5.66 




















STOKELY VAN CAMP INC., formerly Stokely Bros. 
& Co. Merger with Van Camp’s Inc. approved recently. 
The company is the second largest distributor of frozen 
foods through its Honor Brand division. Company’s 
$1.00 cumulative prior prefered stock was issued in 1942 
pursuant to recapitalization plan. For fiscal year ended 
May 31, 1944, it earned $8.55 on its preferred stock as 
compared wtih $4.88 in 1943. It is redeemable at $21 
per share. Dividends paid regularly since issuance. On 

fay 31, 1944, consolidated balance sheet showed total 
current assets of $15,424,933 as compared to total current 
liabilities of $3,881,971, with total net current assets of 
$11,542,973. Deducting $3,700,000 of 314 Debentures 
due 1958, net current assets amounted to $7,842,973, or 
equivalent to $30 on each share of preferred stock. The 
equity junior to the prior preference stock is represented 
by 753,299 shares of common stock selling at $11 on the 
New York Stock Exchange or for a total value of $8,- 
286,289. This is tantamount to about $31 per share on 
the prior preference issue. Price range in 1944: High 
1714; low 151%; last 17, to yield 5.88%. 

DEERE & CO. Cumulative $1.40 Preferred Stock is 
non-callable and the low income yield attests to its good 
quality. The company has no funded debt. In 1943, it 
earned $7.54 on its preferred stock as compared with $8.24 
in 1942. Company had a very strong financial position 
on October 31, 1943, cash and U. S. Governments 
amounting to about $107,000,000. Net current assets 
were $108,941,806 and net assets per share of preferred 
$71.47 per share as against $51.71 on October 31, 1937. 

COLUMBIA PICTURES CORP. Earnings on this 
company’s preferred stock have been progressively better 
since 1942 and were as follows: Earned per share of pre- 
ferred in 1942 $21.49; in 1943 $24.03; in 1944 $26.74. 
Company’s balance sheet as of June 30, 1944 showed a 
very strong financial position, with total current assets 
of $21,053,386 as compared wtih total current liabilities 
of $5,690,146, and a current ratio of better than g to 1. 
Price range this year has been: High 4814; low 3914; 
last 48. At the latter price, indicated income yield is 
5-73%. While it does not qualify as a high grade pre- 
ferred stock, the concern’s financial position is sound 
and preferred dividend requirements are being well 
covered. The stock is now selling five points below its 
redemption price of $53 per share. 

RAYONIER, INC. This company ranks as one of the 
world’s leading producers of dissolving pulps which are 
bleached sulphite pulps suitable for the manufacture of 
rayon and cellophane. Practically every rayon producer 
in the United States using the viscose process obtains 
a part or all of his requirements from Rayonier. Its post- 
war prospects are considered excellent. The preferred 
stock is callable at $37.50 per share. Company’s con- 
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solidated balance sheet, as of April goth, showed total 


current assets of $7,600,538 as compared with total cur- > 


rent liabilities of $2,601,005, a ratio of about three to 
one. Unsecured promissory notes due 1947 were reduced 


from $3,000,000 to $2,500,000. While preferred dividends | 


are being covered by a narrow margin, the company 
earning $2.70 per share on the preferred stock in 1944 
as compared with $3.10 in the preceding year, the pre- 
ferred stock at 34 yields an indicated income of 5.88% 
and appears to be a fair speculation in view of the bright 
prospects after the cessation of hostilities. 

RAYMOND CONCRETE PILE manufactures con- 
crete, steel and wood piles and concrete caisson founda. 
tions, and designs and constructs piers, bulkheads, docks 
and certain types of bridges. The company’s consolidated 
balance sheet as of December 31, 1943, showed a good 
financial position with net current assets of $2,705,244, 
equivalent to approximately $125 on each share of pre- 
ferred stock outstanding which is redeemable at $55 
per share. It earned $21.56 in 1943 on its preferred stock 
as compared with $59.04 in 1942. The company’s pur- 
chase fund provides that 10 per cent of net earnings 
after preferred dividends, not to exceed $100,000 in one 
year, is to be used to purchase preferred stock at not 
exceeding $52.50 per share. This provision should be 
helpful in stabilizing the price of the preferred. 

TWENTIETH CENTURY FOX FILM CORP. This 
company is one of the industry’s leaders having been 
formed in 1935 as a combination of the Fox Film and 
Twentieth Century Pictures. The consolidated balance 
as of December 25, 1943, showed net current assets of 
$36,980,814. Cash at that time amounted to $26,897,670. 
The $1.50 preferred stock is junior to the $4.50 prior 
preferred is convertible at any time up to and including 
the 5th day preceding the (Please turn to page 327) 


























Sample Illustrating Downward Trend | 
of Yields Since 1942 
Second Grade Rail Bonds 
May 1 Dec. 31 
1942 1943 Current 
c c € 
Atlantic Coast Line 419, 1964....... i. 6.5 ay 
N. Y. Central Cons 4s 1998......... 7.6 6.7 4.8 
N. Y¥. Lack & West 4s, 1998........ 7.0 56 «4A CO 
Northern Pacific 6s, 2047........... 8.8 7.4 5.8 
Southern Pacific 414s, 1969. ........ 8.2 6.8 5.0 
South'n Ry. dev & gen 4s, 1956...... 5.9 5.4 4.1 | 
Medium Grade Preferreds 
PUA IRONES Si 5.5550 ris Gia nic oewtiese 7.5 52 5.0 | 
PRMEMOAN SUGEEST ois:0:6 6's seco 8055-05 7.6 6.3 5.4 | 
PSNI Dino soso. dio'e sve ow bicverere care 15 6.4 49 | 
Bethlehem Steel $7.............0005 6.3 6.1 5.4 | 
OS OFS rrr 11.9 6.1 5.4 
LRG NGIRBUID TD 6 oo cisco sios cernaurere seers 6.3 Si) 5.2 | 
Speculative Preferreds 5; 
Columbia Gas & Electric $6......... 17.6 1.9 6.2 
Crucible Steel SS. 5 <o00060s0e00see 7.2 7.3 57 
BUD Di sors itis kolo xis wisiniees de'ebuioa 13:3 9.4 7.8 
International Paper $5.............. 9.5 7.2 5:5 
Common Stocks (All above 7% yields in 1942) 
American Telephone $9............ 8.3 5.7 5.4 
Anaconda Copper $2.50............ 10.3 10.0 8.9 
Borg-Warner $1.60............c000 7.1 45 4.0 
OO ee cer 12.0 Gl 6.9 
Consolidated Edison $1.60.......... 12.8 vA 6.6 
Erne ate STINSON 6.55 0'nis'o.s's viene os wie yA 5.2 4.4 
DAby Dept Stores $3 oo. 6s eens’ 9.0 5.4 4.6 
PEDO a. 5 o:0. 035 s'o-0.0,0.50 00a diere 8.7 5.1 4.6 
Pennsylvania Railroad............... 42:1 9.1 8.0 
DOS WME stoio heresies shies aude eeineees 71 4.3 8.7 
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ROLLER BEARINGS 
A Real Growth Industry 


BY 


HENRY L. BLACKBURN 











SS transportation was born when some inge- 
nious fellow of very ancient times built two crude 
wooden wheels and mounted an axle through their hubs. 
But after pushing the cart a short distance he found it 
increasingly hard to make the wheels turn and he noticed 
that some invisible thing had made the axle very hot 
where the wheels revolved upon it. The invisible thing, 
of course, was friction. And the remedy for it was grease, 
derived from animal fats in olden days and later from 
petroleum. 

The battle against the destructive and costly drag of 
friction is ceaseless wherever metal revolves against metal 
—in automobiles, trucks, tractors, buses, railway cars and 
locomotives, airplane engines, factory machines; also in 
the family sewing machine, electric fan motor, lawn 
mower and various other mechanical things. 

Grease is indispensable but as an anti-friction agent it 
is NOt 100 per cent efficient at best. Many failures occur, 
sometimes because someone has forgotten to apply enough 
grease at the right time, sometimes because of mechani- 
cal reasons whereby friction “burns up” the grease faster 
than usual. Witness the considerable number of rail- 
road wrecks ascribed to “hot boxes.” 

As an anti-friction device, the last word in efficiency 
is the roller bearing, developed in comparatively modern 
times. There are two general types: (1) ball bearings; 
(2) tapered roller bearings—each made with remarkably 
high precision in many sizes and a great variety of as- 
semblies both standard and of special designs. 

Because the automobile industry is normally the larg- 
est user of anti-friction bearings, the companies making 
them have always been listed along with “automobile 
accessories” in the standard statistical manuals. Actually 





Timken photi 


Application points of roller bearings in a modern automobile 
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the manufacture of bearings is an industry in itself, serv- 
ing many industries other than automotive, essential out 
of all proportion to its physical size and its normal an- 
nual volume of business—in which respects it is in a way 
similar to the machine tool industry—and having its own 
trade association. 

For several reasons the stocks of the leading companies 
in this field merit the consideration of investors; (1) It 
is a “growth” industry, for the use of anti-friction bear- 
ings—relative to total industrial activity and transport 
volume—is still subject to long-term expansion, especially 
in railroad rolling stock and certain types of machinery; 
(2) there appear to be very large accumulated civilian 
needs, both domestic and foreign, to be filled after the 
war; (3) despite competition among themselves, it is an 
industry in which the stronger companies have demon- 
strated ability to earn an excellent rate of return on 
invested capital; (4) these companies have far above aver- 
age earnings and dividend records, even though the chief 
markets served have been highly cyclical. 

Before undertaking comparative analysis of the bear- 
ings makers whose securities are available to the invest- 
ing public, some additional brief observations on the in- 
dustry are in order. Its wartime volume has been around 
a peak of $400,000,000 a year which is roughly double 
the highest pre-war output. In the opinion of the trade 
—as recently voiced by Mr. H. O. K. Meister, president 
of the Anti-Friction Bearing Manufacturers Association 
and general manager of the Hyatt Roller Bearings Divi- 
sion of the General Motors Corporation—a return to pre- 
vious sales levels is improbable and volume for several 
years after the war is expected to range between $390,- 
000,000 and the wartime level of $400,000,000. 

This optimistic view is based partly on the post-war 
outlook for high volume in automobiles, farm machin- 
ery and household apparatus. It is based further on 
prospective large expansion in use of bearings in rail- 
road locomotives, passenger and freight cars; and in tex- 
tile and other machinery. The possibilities for improved 
performance and/or greater economy in operation 
through use of the most modern anti-friction bearings 
are enormous. 

Bearing on this point, Mr. Meister observed that if 
farm equipment were re-engineered to make maximum 
use of anti-friction bearings tractors could operate at 
speeds of from 6 to 12 miles an hour instead of present 
rate of g to 4 miles an hour, affording a much better 
chance of completing ploughing or other mechanized 
operations during favorable weather. As for railroads, 
the Timken Roller Bearing Company believes that some- 


299 

















Statistical Comparisons 
(Figures in millions of $ except where otherwise indicated) 
Bower Timken 
Roller Marlin— Roller 
Bearing Rockwell Bearing 
tation 
SLR ee rer eee None None None 
Preferred Shares (No. of).... None None one 
Common Shares (No. of).... 300,000 339,245 2,421,380 
es 
eS ee Tene 16,037 **18,434 108,674 
MP Se Sisinss tcewcaGae 5,816 **2,498 40,056 
Per Share, latest year....... $53.46 $54.37 $44.88 
Income Figures 
Per Share Net, latest year.... $3.61 $9.13 $2.66 
Per Share Net, 1939........ 3.23 4.89 3.02 
Op. Margin, fatest WERT... ++ 31.0% “* 18.4% 
Op. Margin, 1939......... 19.7% ages 21.6% | 
Net Profit Margin, latest year 6.7% sii 5.9% | 
Net Profit Margin, 1939.... 16.6% ss 18.1% | 
Per Share Dividends 
Indicated Current Rate...... $2.50 $5.00 $2.00 
So) een 2.00 4.00 2.50 
dL: See 5.7% 7.5% 3.9% 
Net Work. Capital 
OL a eee 3,038 5.233 29,393 | 
Latest Year Per Share....... $10.13 $15.43 $1214 | 
f) PIS 6 ba ross)slo nie oisicceiss 2,228 5,142 25.424 | 
We i) es eee $7.43 $15.17 $10.53 | 
Book Value Per Share........ 19.08 31.42 22.95 
| Current Ratio | 
| SUED os 6 la feats abla ai 1.7/1 1.3/1 4.0/1 
1) ae ae 3.9/1 8.4/1 7.4/1 
Ratio Inventory to Current Assets 
EP RNs Socciscccswce cod 25.7% 21.6% 49.1% 
rr rt ere 32.8% 25.0% 23.2% | 
Ratio Cash to Cur. Liabilities 
| LS are. 92.5%  592.4° 58.2% ss 
Pa... eee 55.4% 381.9% 165.4% | 
| Plant & Equipment, Latest Year 1,263* 3,921 19,590 | 
| Plant & Equipment, 1939...... {906 1,637 15,991 | 
| Reserves, Latest Year......... 350 1272 6,257 
en ee 50 160 1712 | 
Surplus, Latest Year.......... 3,873 9,435 41,186 
CS eee 2,881 7,083 34,980 
| Recent Price—Earnings Ratio... 12.1/1 7.2/1 19.0/1 
*Excluding emergency facilities of $772,364 
**Sales not stated, figures are gross profit; Ratios are not 
| computed. 























thing like 100,000 new freight cars a year may be 
equipped with roller bearings, creating an annual vol- 
ume of between $50,000,000 and $60,000,000. Adoption 
of roller bearings for passenger cars and for freight and 
passenger locomotives on a 100 per cent basis is believed 
eventually assured. 

The initial cost of equipping a locomotive with roller 
bearings is about $12,000 but resultant economies more 
than make such an investment worth while. Tests have 
proven that locomotives so equipped can operate an 
average of 150,000 miles a year with a maintenance cost 
of 12 cents a mile, compared to an average of only 80,000 
miles a year and maintenance cost of go cents a mile for 
engines equipped with ordinary bearings. 

In this war the German bearings plants—notably those 
concentrated around Schweinfurt—have been prime tar- 
gets for Allied bomb attacks, and Japanese plants will 
similarly be reduced to shambles. As a result the post- 
war foreign demand for American bearings is expected 
to be exceptionally large for some time, though it will 
of course have no monopoly as Sweden, Switzerland and 
England are large makers of bearings. ; 

Although some of its customers have reconversion 
problems, the bearings industry itself has none. ‘The war- 
time change is far more one of volume than of difference 
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in products made. Substantial plant expansion in recent 
years—much of it already written off under 5-year amor- 
tization out of taxes—should be readily usable for post- 
war civilian production. The temporary transitional 
shrinkage in volume is expected to be moderate in scope 
and duration. 

Companies which are exclusively or mainly makers of 
anti-friction bearings and in which there is a public 
stock ownership are limited to three: Timken Roller 
Bearing, Bower Roller Bearing and Marlin-Rockwell. 
There are others privately owned including SKF Indus- 
tries and with this exception they are mostly small. Gen- 
eral Motors makes both roller and ball bearings, the 
latter in its New Departure division, the former by the 
Hyatt division as previously indicated. Naturally, for 
the purposes of this study, General Motors is not con- 
sidered to be a “bearings company” as it makes so many 
other things and in much larger volume. 

It is perhaps desirable to have a brief look first at 
Marlin-Rockwell and avoid direct statistical comparison 
between it on the one hand and Timken and Bower on 
the other hand. The reason for this is that, while Mar- 
lin-Rockwell was listed on the New York Stock Exchange 
for many years, the company delisted the issue in 1938, 
the stock has since been available only over-the-counter, 
the management does not issue interim reports, and the 
latest annual report and balance sheet presently avail- 
able are for the year 1942. Evidently the company does 
not consider public interest in its stock as important to 
it and, in the absence of even reasonably timely reports, 
any over-the-counter buyer of the stock is required to 
take it with a considerable element of faith. 

On the past record it must be conceded that faith may 
well be waxgganted for Marlin-Rockwell has demonstrat- 
ed impressive earning power. It experienced deficits in 
only two years of the Big Depression and they were 
nominal: 6 cents a share in 1931 and 39 cents a share in 
1932. Even in so mediocre a year as 1935 it earned $3.28 
a share; in 1937 $5.60 and $2.13 in the depression year 
1938. The 1929 figure of $7.43 was passed by 1941 and 
in 1942, despite high wartime tax rates, a new high of 
$9.13 was attained, this figure being before renegotiation, 
however. 


Good Dividend Record 


The dividend record has been equally good, with no 
omissions in the worst depression years and with the $1 
payment of 1932 the lowest of modern times. Highest 
pre-war distribution was $5.75 in 1936. It was $6 in 
1940-1941 and has been $5 thereafter. Before the war 
this company’s financial liquidity was much above aver- 
age with a current ratio of 8.4 in 1939. With the tem- 
porary strain on working capital due to swollen war 
volume, this had been reduced to 1.3 by the end of 1942, 
at which time the net working capital amounted to 
$15.43 a share and the book value to $31.42. 

The capitalization consists solely of 339,249 shares of 
common stock of $1 par value. Recent quotations on the 
stock were 62 bid and 65 asked, comparing with 1937 
bull market high of 5134 when the stock was listed and 
low of 1834 in 1938. Extreme range was 1929 high of 
897% and 1932 low of 534. Operating income for the 
latest year reported was over five times that of 1929. 

Doing well under war conditions is not a new experi- 
ence for Marlin-Rockwell. Before the First World War 
it was a small Connecticut manufacturer of firearms, 
mainly sports and target rifles, the name being Marlin 
Fire Arms Co. Out of war profits made on small arms 
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and machine guns it subsequently acquired the Standard 
Roller Bearing Company which had managed to go into 
bankruptcy although it was formerly the country’s larg- 
est maker of ball bearings, the Rockwell-Drake Corp., 
also a maker of ball bearings, and the Braeburn Steel 
Co., maker of high grade tool and bearing steel. On 
that foundation, Marlin-Rockwell became the country’s 
leading producer of ball bearings. Its plants are located 
in Plainfield, Conn., Jamestown, N. Y., and Chicago. 

Timken Roller Bearing Company has by far the larg- 
est dollar volume of business in the field of anti-friction 
bearings, specializing, as does Bower, in tapered roller 
bearings rather than ball bearings. Important “side- 
lines” are manufacture of seamless tubing, electric fur- 
nace steel and rock bits for use in excavating, mining 
and quarrying. Bearings are understood to account nor- 
mally for over half of sales and some two-thirds of profits. 

Timken was started in 1898 as the Timken Carriage 
Works but soon became interested in the automobile 
market as a maker of axles and bearings. In 1904 it dis- 
posed of its axle business to a new company incorporated 
as Timken-Detroit Axle Company, with which it was not 
thereafter identified; changed its own name to the pres- 
ent title and concentrated on bearings. 


Relative Position 


Bower Roller Bearing Company also has a respectably 
long history, having been formed in 1910 as successor to 
a company started in 1907. The most obvious difference 
between the two companies is that of size and the fact 
that Bower has no diversifying sidelines. Timken’s dollar 
volume is roughly seven times that of Bower and has 
had about the same proportionate wartime expansion. 
Its total assets of about $63.5 million compare with just 
under $11 million for Bower. Its net working capital 
of $29.4 million is nearly ten times greater than Bower's 
most recent figure of $3,038,000. Bower has one plant, 
strategically located in the motor capitol: Detroit. ‘Tim- 
ken has five palnts, all in Ohio, with the largest at 
Canton. 

But don’t jump to the conclusion, on the basis of 
these distinctions in size, that Bower is merely a weak 
“runner-up.” It is not. Its competitive performance, and 
its earnings and dividend record, have been excellent. In 
some respects, in recent years, its results have been super- 
ior to those of Timken. And if one concludes that, in 
over-all investment status, Timken ts the better stock of 
the two the question must still be answered whether it 
is as much superior as the difference in current market 
valuations discounts. 

There are 2,421,380 shares, no par value, of Timken 
outstanding or over six times as much as the 300,000 $5 
par value shares of Bower, neither company having 
bonds or preferred shares ahead of the equity. At recent 
market price of 42, the total valuation of Bower is $12,- 
600,000; while that of Timken at recent market price of 
51 is $123,490,380 or nearly ten times greater. 

Timken is priced at about 19 times last year’s net per 
share, Bower at 12.1 times. Timken is priced at 11.3 
times its highest pre-war net per share since 1929, which 
was $4.49 in 1937. Bower is priced at 10.3 times highest 
pre-war net which was $4.07 per share, also in 1937. For 
the five pre-war years 1935-1939, Timken earned an aver- 
age of $3.01 per share and is now priced at 16.9 times 
that figure. Over the same years Bower earned an aver- 
age of $3.03 per share and is now priced at about 13.8 
times that figure. 

Good as Timken has been in the resistance whiché 
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earning power has shown to depression conditions, Bow- 
er has been still better and therefore must have been 
superior in terms of ability to control costs. In its worst 
depression year—1932—Timken had a deficit of 20 cents 
a share. In the same year—also its poorest—Bower had 
a profit of 67 cents a share. 

To cite the most recent depression year, Timken 
earned 59 cents a share in 1938, while under the same 
conditions Bower netted $1.50 a share. 

As compared with the old landmark year 1929, 
Bower has moved up in earning power, while Tim- 
ken has moved down. In 1937 Bower’s net income 
was nearly five times larger than in 1929, while Tim- 
ken’s was about 28 per cent less than in 1929. The year 
1942 is the latest for which net income figures are 
available after renegotiation. For that year Bower's 
net income was nearly four times larger than in 1929, 
Timken’s was about 56 per cent less than in 1929. 

Perhaps the most satisfactory and comprehensive meas- 
ure of comparable efficiency is the percentage return 
earned on invested capital. In this respect the signifi- 
cant fact is that Bower was far behind Timken in 
1929 but both caught up with it and passed it in sub- 
sequent years. In 1929 Timken earned 30.8 per cent 
on its capital, Bower only 15 per cent. In 1937, Bower 
earned 30.5 per cent, Timken only 25.5 per cent. In 
1942, after renegotiation, Bower earned 17 per cent., 
Timken 15.6 per cent. For 1943, before renegotiation, 
the figure was 16.7 for Bower, 14.3 for Timken. 

On the basis of profit per share we have noted earlier 
that Bower’s earning power held up better in depres- 
sion years. The same is true on the basis of per cent 
earned on invested capital. For instance, in 1932 Bower 
earned a remarkable 8 per cent, Timken minus 1.2 
per cent. And in 1938 Bower earned 11 per cent, against 
only 3.4 per cent for Timken. 

Other pertinent statistical comparisons are presented 
in the accompanying table. It will be observed that 
Timken is the superior in financial strength, with cur- 
rent ratio of 4 to 1 (current assets times current 
liabilities) compared with only 1.7 for Bower. In the 
pre-war year 1939 the ratio was (Please turn to page 324) 





Timken photo 
This aptly illustrates the importance of roller bearings in a 
modern steel rolling mill 
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HILE France is struggling against political dual- 

ism, the trend towards economic dualism is becom- 
ing increasingly pronounced. We do not know, as yet, 
where the political crisis will ultimately lead. Leftist 
pressure continues strong and the results of de Gaulle’s 
trip to Moscow may be illuminating. But on the wider 
issues of economic policy, there is today an unmistakable 
trend towards state socialism. 

The demand for nationalization of French key in- 
dustries has been widespread and insistent ever since 
the first days of liberation. But now, the Left very 
rarely propagates socialization; instead, it demands that 
the “purge” be applied to the “two hundred families” 
who own France’s key industries, thus merging the 
purge with the concept of nationalization. The Left 
enjoys strong ascendence. The ranks of the Right may 
still hope that the present storm of the Popular Front 
is more noisy than dangerous but is is no longer sure 
of this. 

Meanwhile, nationalization of French key industries 
has become an integral part of the Government’s eco- 
nomic program as recently adopted by the Council of 
Ministers. In a programmatic declaration, the future 
structure of the country’s economy is blueprinted in 
three distinct tiers, one nationalized, another state con- 
trolled and the third relatively free of official inter- 
ference or control though undoubtedly subject to broad 
directional influence. 

The first tentative pattern of how nationalization is 
to be handled has already emerged with an outline of 
the scheme for taking over the coal fields of Northern 
France which normally produce two-thirds of total 
French coal output. These fields henceforth will be 
state-owned and state-controlled but financially inde- 
pendent in the sense of being self-supporting and man- 
aged along business lines; that is, they are to have 
administrative freedom of private enterprise. ‘The man- 
agement will be chosen by the Ministry of Public Works 
and the State Treasury is to advance the companies 
taken over two billion francs as working capital. To 
the private companies whose property has been ex- 
propriated, the newly organized State company would 
pay a monthly sum equal to eight francs per ton on 
the average output for the years 1938 and 1939. 

This is supposed to sutfice to pay off the debts of the 
private concerns and permit their liquidation. The 
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entire arrangement, it must be added, is provisional 
and will be replaced, it is hoped, within a year by a 
final settlement that will fix the ultimate compensation 
for the private owners. 

However, nationalization of the coal industry is only 
a starter. Most key industries will eventually meet the 
same fate with electric power high on the list and the 
steel, automotive and aviation industries likely, candi- 
dates. 

In the financial sphere where the inflationary prob- 
lem is paramount, proposed measures are less drastic, 
mainly in the interest of political stability. Yet the 
Government appears determined “to reabsorb progres- 
sively” the excess mioney supply. It is hoped that this 
can be largely accomplished through the recently an- 
nounced liberation loan, a perpetual 3% bond issue 
designed to draw out hoarded bank notes so as to shrink 
the enormous note circulation and thereby obviate the 
necessity of drastic devaluation measures such as essayed, 
with indifferent success, in Belgium. Other fiscal meas- 
ures will be supplementary. Significantly, the Govern- 
ment also decided upon strict measures “to draw up 
inventories of fortunes and illicit profits,’ an implied 
threat of confiscation of profits made by collaborators 
or black marketeers. This task will not be easy. 

Stern leveling measures are predicted to insure in- 
dustrial recovery. Absolute priority will be granted for 
restoration of the transportation system to expedite 
general industrial recovery, and facilitate and speed the 
importation and distribution of badly needed food 
supplies. Basic industries, such as machine tool and 
raw material industries, come next in order to spark 
the all but dormant manufacturing industries. This 
will be a long up-hill pull. Bare of supplies now, 
plants cannot run and there is also a severe labor short- 
age which will militate against rapid recovery in many 
areas. 

There is no question but that the structural reforms 
under way, and yet to come, will be most far-reaching 
in effect, tantamount to complete reorganization of 
French economy along virtually state socialistic lines. 


* * * 
U. S. business has a champion in the Indian indus- 


trial groups who are looking to American industry to 
supply them with the tools, equipment and materials 
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for large-scale industrialization of India, provided our 
prices are competitive with those of other countries. 

These men from India want not only tools and equip- 
ment but, foremost perhaps, our production methods. 
They are particularly interested in post-war consum- 
mation of the so-called Bombay plan for large scale 
steel expansion, a plan in existence for some time but 
which had to be tabled due to the war and the crisis 
for home rule. 

India now has a steel capacity of nearly two million 
tons of raw steel annually, twice pre-war volume. Prac- 
tically the entire post-war expansion as now envisaged 
is to be for home consumption, to feed the general 
expansion of India’s entire industrial system. ‘The 
Bombay plan calls for an addition of from five to seven 
million tons steel making capacity, and Indian indus- 
trialists feel confident that the program will go through. 
It cannot, though, without our help, not only as to 
materials and equipment but, even more important, 
our up-to-date methods and techniques. If Indian 
businessmen have anything to say about it, they will 
obtain this aid from us, meaning big orders for Ameri- 
can industry. Empire policies, as in the past, may in- 
terfere but this time, we hear, Indian industrialists 
are willing to put up a fight for their right to buy in 
the United States. There will be no lack of dollars 
if London discontinues war-time pre-emption of the 
bulk of dollar balances accruing to Indian exporters 
from an active and favorable trade with this country. 


* * * 


Argentina, looking towards the end of the war, is 
backing down on anti-British actions, trying to set the 
stage for improved economic relations with Britain 
at our expense. She is hoping that Britain after the 
war can be induced to buy all, or at least a major 
share, of her exportable surplus food products. 

Such a contract, to run four years, is said to be under 
negotiation; if consummated, it would go far towards 
removing Argentina’s doubt over export markets dur- 
ing the immediate post-war period. Already Britain 
has signed agreements with Australia and New Zealand 
to purchase post-war surplus meat and dairy products; 
Argentina, with a large share of the world’s food pro- 
duction for sale, would like to join this marketing 
arrangement. 

All this is not very reassuring to the American farmer 
who sees a large part of his export market threatened 
by British trade pacts with other countries. Any agree- 
ment between Britain and Argentina would intensify 
his problems. Important particularly for mid-western 
farmers is Argentine ascendance in exportation of pork 
products; such exports this year will total 160,000 tons 
against 129,000 last year and only negligible quantities 
before the war. 

Elsewhere, too, Argentina is looking ahead. She has 
ordered 100,000 tons of wheat and 5,000 tons of meat 
delivered, as a gift, to France’s account at Buenos Aires 
“in token of the traditional friendship of Argentina 
towards the French people.” A very astute move, with 
an eye towards future business! 


Businessmen in close touch with the Italian situa- 
tion see little prospect of any worthwhile post-war trade 
with Italy unless that country is to receive either a 
substantial loan from us or extensive commercial credits. 
Italy’s economy is prostrate. She will have but lim- 
ited foreign balances to draw upon when she regains 
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control of her assets abroad, and she will have to meet 
heavy occupation costs. Even in normal times, the 
country’s export potential is small; what with recon- 
struction and rehabilitation demands, it will continue 
low for an indefinite period. 

Immediate prospects of solving the Italian economic 
problem are not good. The military campaign there 
is still going on with most of the country’s important 
industrial centers in enemy hands. Destruction has been 
severe and widespread. The political situation is in 
a hopeless tangle and no improvement or even clarifica 
tion is likely until the industrial regions in the North 
are liberated. These have always been a hotbed ol 
radicalism. Under the circumstances, this is not an 
opportune time for adoption of any long-term policy 
towards Italy. Also, were an attempt made to furthe 
Italy’s economic reconstruction before similar meas- 
ures are pushed in other European countries which 
were victims rather than partners of Axis aggression, 
repercussions might indeed be serious, affecting ad- 
versely Allied and American prestige. Ultimately, of 
course, Italy’s economic plight will require attention 
eve nthough her ability to pay, or rather repay, will 
be far less than before the war. But for the moment, 
prospects are slim for anything that would go beyond 
mere emergency measures. 


The problem of Central European rehabilitation, 
pushed into the background by larger issues, is never- 
theless being pondered realistically by some leaders of 
the respective countries who recognize the necessity 
of a strong bond of economic union if stability is to 
supersede the traditional dissentions in that part of the 
world. The fate of over 100 million people is at stake. 
The question is: Can they cooperate and prosper, 
thereby insuring their independence and uprooting the 
cause of future wars? 

Essentially it is an agricultural problem. 70% ol 
the 110 million inhabitants of Czechoslovakia, Poland, 
Romania, Hungary, Bulgaria, Yugoslavia and Greece 
are peasants. If they can be assured of a decent living, 
the Central European problem should find a solution, 
the big neighbors willing. 

That conclusion prompted a dozen leading Central 
Europeans during their exile in London to get to- 
gether and formulate a program which is now published 
by the Royal Institute of In- (Please turn to page 324) 
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Recapitalization Plans Analyzed 





What Action to Take 





BY EDWIN A. BARNES 


P rocress made by the Securities and Exchange 
Commission in enforcing Section 11 of the Public Utility 
Holding Company Act of 1935 (now over nine years 
old) has been highly irregular. A number of years of 
preliminary investigation, experimental policy and judi- 
cial confirmation were required before the Commission 
was able to go into “high gear”. By that time the man- 
power shortage exercised its retarding effect. 

However, in recent months a number of long-develop- 
ing recapitalization plans have made substantial progress, 
and this has been reflected in an active and advancing 
(though selective) market in senior holding company 
securities. 

Common stocks of the “leverage” type have generally 
failed to reflect the substantial gains in holding company 
bonds and preferred stocks during 1944, however, as 
it is now generally realized that most of these issues will 
participate only to a limited extent in recapitalization 
plans. In other words, their leverage feature is a thing 
of the past. Moreover, it remains a possibility that the 
Supreme Court might uphold the “absolute priority” 
views of Judge Healey, dissenting minority member of 
the SEC. If this development should occur, holding 
company common stocks (where there are heavy pre- 
ferred arrears) might be wiped out in future just as most 
common stocks of bankrupt railroad companies have 
been eliminated. 

United Corp., over a year ago, under the management 
of newly-elected President William Hickey (at one time 
an SEC official) began formulating plans for gradual re- 
tirement of the preferred stock. Eventually it was hoped 
these plans would develop some equity for ‘the 14,529,000 
shares of common stock. At that time the common was 
“under water” but Mr. Hickey had earlier estimated 
that, over a period of time, it might acquire a value of 
$6 a share (the range since 1928 has been between 751% 
high and 3/16 low). After more than a year’s delay, the 
first step in the plan finally crystallized, being recently 
approved by the SEC. Since the plan is a voluntary one, 
it does not require court confirmation as do the majority 
of recap plans after SEC approval. 

Briefly, preferred stockholders are offered 1.8 shares 
of Philadelphia Electric common and $6 cash in ex- 
change for 1 share of preferred, but only about half of 
the total preferred can be tendered under the offer. 
Philadelphia Electric has recently been selling around 
2014, and pays a dividend of $1.20, making the yield 
close to 6%. 

At current prices the “package” would be worth nearly 
$43, though United Corp. continues to sell around 4o. 
Possibly the discount is due to fears that a court injunc- 
tion against the plan might be granted to Randolph 
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Gendreau photo 
One of the power lines criss-crossing the country 


Phillips. Mr. Phillips sometime ago waged a proxy battle 
against Mr. Hickey, and he has criticized the present 
plan before the SEC. However, in our opinion, it seems 
doubtful whether he can hinder the present plan, which 
appears to be a constructive effort to comply with the 
Holding Company Act. Disposal of Philadelphia Electric 
stock (technically a subsidiary) is necessary to comply 
with the Act’s geographical requirements. 

At some later date, it has been surmised, Public Service 
of New Jersey, in which United Corp. has a very large 
interest (its original holdings were supplemented by the 
distribution of United Gas Improvement’s holdings, in 
the partial liquidation of that company) may re- 
capitalize. The request by the Federal Power Commis. 
sion and the New Jersey State Commission for a large 
write-down in plant account has been taken care of by 
setting up a substantial reserve out of surplus. This 
appears to be a temporary solution. Eventually, it is 
thought, the company migh find it advisable to merge 
with its principal subsidiary, Public Service Electric & 
Gas. There are a number of non-callable system securi- 
ties, bearing high interest coupons or dividend rates. If 
a technical dissolution of Public Service of New Jersey 
were consummated as part of any such plan, the four 
preferred stocks (8%, 7%, 6% and $5) might be re- 
tireable at par, though it is probable that the perpetual 
6% bonds woud have to receive better treatment 
(currently selling around 150). Space does not permit 
exploration of the ramifications of such a merger-re- 
capitalization-refunding plan, but it is thought that it 
might work out advantageously for the common stock 
of Public Service, which has been severely depressed in 
recent years by the heavy tax load the company has 
been carrying. It is impossible to estimate the timing 
of the plan, should it develop, as the SEC has not yet 
indicated its interest in the matter. 

After long delays, the recapitalization program of one 
of the largest holding companies, Standard Gas & Elec- 
tric, was recently approved by the SEC, following a num- 
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ber of modifications in the original plans. It 1s 
before a Federal court in Wilmington for approval. 
Such confirmation is part of the general program en- 
visaged under the Utility Act, since the SEC itself has 
insufficient power to force “hold-out’ security holders to 
accept the terms of a plan. The Federal courts thus 
far have, in general, “played ball” with the SEC by 
approving plans without long delays. However, if any 
security holders wish to carry the fight further and have 
funds to pay legal bills, they can usually seek a review 
by a higher Federal court. 


How 


No Delay Likely 


While this occurred in the United Light & Power case, 
it appears unlikely with Standard Gas and hence con- 
summation of the plan might be expected within a few 
months. ‘The SEC in its decision estimated future normal 
earning power of the new common stock at $1.12 a 
share. The $7 preferred stock receives 1014 shares of 
new common under the plan, and is currently selling at 
82, which would make the new common worth about 
734. Such a price would be about 7 times the estimated 
postwar share earnings. While the preferred has more 
than doubled in value during 1944, the indicated price- 
earnings ratio (based on future, not present earnings) 
seems rather low in comparison with ratios of integrated 
holding companies. In other words, over the longer 
term there would seem to be further appreciation pos- 
sibilities, assuming that the SEC estimate eventually 
proves correct and that market conditions remain as 
favorable as at present. In view of the big rise in the 
stock, however (it sold as low as 6 in 1942), interim 
fluctuations might be substantial. 

The plan of United Light & Power Company, where- 
by the preferred stock would receive five shares of 
United Light & Railways new common, seemed likely 
to go into effect nearly two years ago, but there have 
been various delays in the SEC and in the courts. The 
case is now before the Supreme Court and a decision 
appears possible within a few weeks. The issue before 
the court is merely whether the preferred should receive 
959 or 100% of the assets (which will consist only of 
United Light & Railways common). ‘The suit was brought 
by Otis & Co., former underwriters of the stock and cur- 
rently owners of an odd lot. 

While the earnings have declined from the high levels 
of 1942, conversely Power preferred has advanced to 66 
from the low of 314 in 1942. Since United Light prefer- 
red is now selling at nearly g0 times its 1942 low price, 
it has obviously gone a long way toward discounting 
the recapitalization plan. The United Light & Railways 
system (following consummation of the present plan) 
will not be fully integrated, but it has a conservative 
capital set-up. For the 12 months ended September goth, 
Railways reported earnings for its common stock of 
$4,578,811. On the basis of the split-up in the common 
which will accompany consummation of the Power plan, 
this is equivalent to about $1.45 a share. Railways com- 
mon is currently quoted “when issued” around 14, or 
nearly 10 times these current share earnings. This, it 
will be noted, is higher than the Standard Gas ratio but 
the latter was based on future rather than present 
earnings. 

Niagara Hudson Power some time ago proposed a 
general system reorganization and merger, but the 
Public Service Commission of New York disapproved 
the plan, principally because it did not make sufficient 
allowance for depreciation reserves. Now a move has 
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developed to separate the sub-holding company system, 
controlled by Buffalo, Niagara & Eastern Power (Benny) 
which makes up about one-third of the system on the 
basis of assets. B.N.&E. has outstanding a substantial 
amount of first and second preferred stocks, hence the 
value of its common stock held by Niagara is debatable. 
Phe company has paid no dividends on Class A or 
common (both held by Niagara) for about 7 years, and 
preferred stocks were discontinued some two years ago 
as a result of a subsidiary property write-off ordered by 
the FPC. 

Holders of the second preferred stock, therefore, ap- 
pealed to the SEC for a separate reorganization. Both 
they and Niagara Hudson have filed plans for appor- 
tioning a proposed new issue of common stock to the 
$1.60 preferred on one hand, and the Class A and com- 
mon stocks (together) on the other hand. In prewar 
vears, the Class A and common stock had a combined 
claim on earnings averaging about 38°% of the amount 
available for all three stocks. On October grd, reorgani- 
zation plans were filed with the SEC by both B.N.&E. 
and Niagara, the former suggesting that only 9% of the 
new common be given to Niagara while the latter 
proposed that it receive 35%. Some compromise between 
the two plans seems likely. 

Postwar earnings for the new common stock have been 
estimated by consulting engineers as high as $7,500,00e 
(on the basis of the present 40°% corporate income tax). 
This estimate is far above present levels and appears to 
make generous allowance for refunding savings, etc. 
However, assuming that it could be realized, and that 
“Benny” $1.60 preferred should obtain as high as an 
80% equity interest, this would mean $6,000,000 for the 
holders of the $1.60 preferred. Converted into share 
earnings on the present stock, it would be equal to 
nearly $3 a share. The stock is currently selling around 
20, so that (considered as a common stock) the price- 
earnings ratio (less than 7) appears to be on the con- 
servative side. Electric-gas operating company _ stocks 
sell currently to average about 13 times earnings. Of 
course it is true that “Benny” is a holding company, but 
it is proposed to merge it with the operating subsidiaries, 
and as a sound operating company it might in time be 
entitled to a price-earnings ratio of 10 or 12. However, 
it should be emphasized that this is conditioned on 
realization of a rather optimistic postwar earnings 
estimate. Also the Public Service Commission of New 
York may again raise difficulties over the depreciation 
reserve question. 








Power plant at tidewater serving the highly industrialized 
area of New Jersey 


305 








Sees 





The recapitalization plan for United Gas Corp., long 
before the SEC in one form or another, has now been 
approved by the Commission and confirmed by a 
Federal Court. While it still remains possible that an 
appeal to a higher court may be taken, the company 
has proceeded with the plan, selling $100,000,000 new 
bonds to insurance companies and paying about $44,- 
000,000 to Electric Bond and Share for surrender of all 
that company’s claims against United Gas. Electric 
Power & Light, as holder of all the second preferred 
(with substantial arrears) and a large block of the com- 
mon, is to receive 10,108,101 shares or about 95% of 
the new common. The old common (held by the public) 
is exchangeable for new common in the ratio of 1 for 
6, and is currently selling around 9/4. Pro forma earn- 
ings on the new common are estimated at about 70c 
but of this amount some 4oc might be required for a 
sinking fund on the new bonds, apparently leaving 
only about goc available for dividends. However, the 
company is very strong in cash and when this cash is 
put to work earnings may improve. Also, the sinking 
fund will eventually retire a large part of the bonds 
which, of course, will strengthen the position of the 
common stock. 

Completion of the United Gas plan—assuming that 
the company does not run into legal snags over an 
appeal—would pave the way for a recapitalization plan 
for Electric Power ¢& Light, whose parent earnings have 
remained small because it has drawn no income from 
United Gas. There are large arrears on the first preferred 
and second preferred stocks. Like similar holding com- 
pany issues, they have all had a good advance since the 
pessimistic days of early 1942. The 7% preferred has 
advanced from 1714 at that time to a recent high of 
1047% and the second preferred from 234 to 70. Utility 
experts have made varying estimates of eventual values 
at levels substantially above par. These hopes may be 
dampened somewhat by the limitations on current in- 
come from United Gas common mentioned above. Until 
Electric Power issues its plan—which some observers ex- 
pect within a few weeks or months—it will be difficult 
to appraise the situation accurately. In fact it may be 
necessary even then to wait another year or so for an 


Westinghouse photo 
Giant compressed air circuit breaker, largest ever built, pro- 
tects part of an important power system in Western 
Pennsylvania 
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expression of SEC views before value estimates can be 
refined. 
The American & Foreign Power plan of recapitaliza- 


tion (submitted jointly to the SEC by that company | 
and its parent, Electric Bond and Share, on October | 


26th) was described in the Magazine of Wall Street issue 
of November 25, page 188. Since that date, the second 
preferred stock has enjoyed a recovery of about half 
its earlier decline, apparently on hopes that the SEC will 
alter the plan to favor public holders of the second 
preferred (who own only about one-seventh of the issue). 
In other words, it is suggested that Electric Bond and 
Share, which had already accepted some reduction of 
its interest, should be forced to make a further sub- 
ordination. As indicated in the previous article, the 


question of the relative interests of the public vs. Bond | 


and Share are extremely complicated, but the fact re- 
mains that Bond and Share has sunk a very substantial 
amount of cash into the enterprise, receiving a return 
on only part of its investment. ‘The entire matter re- 
mains in the hands of the SEC for clarification. The 
present price of the second preferred appears on the 
optimistic side as compared with the price of the first 
preferred, which after all is entitled to considerable 
priority of treatment even under SEC formulas. 


Commonwealth & Southern 


The Commonwealth & Southern plan, including its 
revised formula of 85-15 for distribution of assets to the 
preferred and common stocks (it was originally 80-20) 
appears to be running into snags and may prove rather 
slow. Eventually the experts appraise the possibilities 
for the common stock at well over current levels, but 
how long it will take to realize higher levels, based on 
consummation of the plan and reduction in taxes, is 
anybody’s guess. Commonwealth is a very heavy payer 
of excess profits taxes and may benefit by hoped for 
removal of this tax after the war. 

Engineers Public Service made a very advantageous 
move in acquiring Virginia Public Service from the 
Associated Gas system. Earnings have improved rapidly, 
and still appear to be on the upgrade. Definite plans 
for completing integration are not yet worked out. 

Illinois Power, whose securities sold at low levels two 
years ago, (preferred, dividend arrears certificates and 
common) has substantially improved its affairs by a big 
bond refunding and the sale of one of its properties. 
It is now pressing a huge damage claim (for mismanage- 
ment) against its parent, North American Light & Power, 
which is affiliated with North American Co. Should it 
win this claim, it would be in a position to set its house 
in order financially, retiring the arrears certificates and 
paving the way for common dividend payments. 

While holding company securities in general have had 
a very substantial comeback since the gloomy days of 
April 1942, the present tempo of integration proceed- 
ings for certain systems seems to present further ap- 
preciation possibilities over the longer-term for discern- 
ing students of these special situations. From a short-term 
market angle, however, almost as much importance 
seems to attach to the “timing” of announcements re- 
garding the various plans, as to the significance of the 
plans themselves. Recent markets have undoubtedly re- 
flected better sentiment toward utility holding company 
preferreds than we have witnessed for some time, with 
such issues as Electric Power & Light preferred, American 
Power & Light preferred and United Corp. preferred 
making sharp advances into new high ground. 
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Burlington Mills vs 
United Merchants & Mftrs 








GEORGE 


BY 


‘Compantes in every branch of the rayon business 
have had large growth in comparatively recent years, 
and sales expansion during the war years since 1939 has 
been especially sharp. The rayon yarn makers—such as 
American Viscose, Celanese and Industrial Rayon—are 
best known to the investing public. Few investors are 
aware that there are fabric makers—including Burlington 
Mills and United Merchants & Manufacturers—which 
rank with the top “rayon companies” in volume of busi- 
ness and earning power. 

These two less well known enterprises have been 
chosen for this study of similarities and differences be- 
cause on their performance record and apparent 
potentials they rate wider acquaintance among specula- 
tive-investors. We shall have to decide, further along, 
whether something more than mere acquaintance is war- 
ranted, when apparent values and prospects are weighed 
against prevailing prices of the shares. 

When they were initially launched, the two companies 
had quite different objectives. Circumstances which 
neither could foresee have made operations in recent 
years more similar, though significant differences re- 
main. 

Burlington Mills is the outgrowth of a very small 
company of the same name which was incorporated in 
1923 to make cotton fabrics. It still makes cotton goods 
but this branch long since took a back seat. Burlington 
began to work with rayons when the new “artificial 
silk” was still far inferior to the natural fibres. Through 
internal growth, acquisitions and mergers it has become 
the country’s largest maker of textile fabrics derived 
from rayon or other synthetic fibres. 

United Merchants & Manufacturers seems an unusual 
and ambitious name for a textile concern, but it was 
appropriate to the original objectives. It’s a holding 
company which was launched in the optimistic days ol 
late 1928 with the idea of acquiring a vertical “empire 
of textiles” which would include mills, finishing plants, 
converters, factoring facilities and retail merchandising 
outlets. The dream did not fully materialize, especially 
on the retailing end; and before it could be pursued 
very far the great 1929-1933 depression came along. Fol- 
lowing a whopping big loss in 1932, $2,246,595 to be 
exact, the holding company was recapitalized in 1933. 
Since then the enterprise has made excellent progress 
in the manufacturing, converting, factoring and dis- 
tributing of rayon and cotton fabrics. 

The shift of cotton textile concerns to rayon or to 
combined operations in rayons and cottons has been very 
general, due to superior growth factors in rayon, a far 
less bothersome price situation than in politically-con- 
trolled raw cotton and the easy convertibility of cotton 
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textile plants to manufacture of rayon fabrics. 

Just before the war rayon fabrics accounted for about 
two-thirds of United’s volume of sales, cotton fabrics 
for the rest. Largely due to abnormal military demands 
for cotton goods, present sales are reported to be around 
one-half in cotton, one-half in rayon. Ex-war, the com- 
pany’s volume in cotton goods probably will not only 
shrink to its former proportion, but in time is likely to 
be even of smaller proportions, with correspondingly in- 
creased emphasis on rayons. 

Though the proportions have not been revealed, it 
is understood that Burlington’s pre-war business in 
cotton fabrics made up a considerably smaller percentage 
of its total volume than in the case of United. However, 
in addition to capacity operations in rayon, it is presently 
meeting large military demands for fabrics of cotton, also 
nylon. Incidentally, the company makes women’s and 
men’s hosiery, and was one of the first to manufacture 
nylon hosiery. 

Before the war Burlington was much the superior of 
the two companies in terms of growth of sales, growth 
of earnings, and consistency of earnings and dividends. 
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It had profits even in the deepest depression years. Dur- 
ing the war period, however, sales expansion of the two 
companies has been nearly equal and, as compared with 
1939 figures, there has been by far the sharpest better- 
ment in United’s position with respect to net income 
per share, profit margin and net working capital. 

For most recent fiscal years for which reports are avail- 
able, United had sales of $83,210,000 against $35,359,000 
in pre-war year 1939. Burlington’s sales totalled $97,641,- 
ooo, compared with $39,270,000 in 1939. However, sub- 
ject to renegotiation of war contracts, United had net 
income of $4,256,000, compared with $3,778,000 for 
Burlington. In other words, on sales roughly 14 per 
cent less than those of Burlington, the smaller company 
showed net income about 16 pert cent greater. In the 
pre-war year 1939, on sales about 10 per cent smaller 
than Burlington’s, United’s net of $1,466,000 was roughly 
28 per cent less than $2,050,000 figure for Burlington. 

United’s advantage in war-time earning power is part- 
ly accounted for by a more favorable tax position. Its 
estimated excess profits tax credit (with most subsidiaries 
on an invested capital base) is $3.84 per common share, 
against estimated $2.32 for Burlington Mills. For the 
latest fiscal years, Federal taxes took approximately 63 
per cent of Burlington’s pre-tax earnings, against 61 per 
cent for United. However, depreciation and amortiza- 
tion charge of Burlington was considerably larger than 
that of United: $1,619,000 against $723,208. On the 
other hand, Burlington set aside no contingency reserve 
as such deductions had been adequately heavy in the 
two prior years, while United charged off $750,000 for 
contingencies. Balancing these items, total deductions for 
depreciation, amortization and contingencies by United 
amounted to only $146,000 less than depreciation and 
amortization deduction of Burlington; and in relation 
both to sales and plant investment they appear even 
more conservative than Burlington’s total ‘write-off’. 
Hence these differences can not account for more than 
a minor part of United’s superior profit showing at 
present. 

Capitalizations of both companies are relatively simple. 
Burlington Mills has $4,920,000 in serial-note debt, 
61,852 shares of 5 per cent cumulative preferred stock 
and 869,888 shares of $1 par value common stock. Capi 
talization of United is 60,000 shares of 5 per cent cumu- 
lative preferred and 575,174 shares of $1 par value com- 
mon, there being no debt. Despite moderately larger 
capital charges ahead of the common, there is greater 
earnings leverage in United common shares since the 
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number of such shares outstanding is over a third less 


than those of Burlington. Illustrating this point, while 


Burlington has the largest sales volume of the two, its 
sales on a per common share basis for the latest reported 


year amounted only to about $112, compared with | 


over $144 for United. 

On common shares now outstanding, Burlington Mills 
for the 1943 fiscal year netted $3.97 per share, comparing 
with approximately $2.35 a share in 1999, the latter figure 
adjusted to present total of 869,888 common shares, since 
only 624,757 shares were outstanding in 1939 when net 
thereon was $3.28 a share. 

In marked contrast United earned $7.40 per share for 
the fiscal year, with 575,174 shares outstanding, com- 
pared with only $2.44 in 1939, when a slightly larger 
total of shares was outstanding (599,556). ‘This was a 
gain of over 200 per cent from the pre-war year, compar- 


ing with a gain of not quite 70 per cent for Burlington | 


Mills. 

Burlington’ s net working capital amounts to $25,438,- 
ooo according to the latest available balance sheet, com- 
paring with $22,093,000 for United. For the pre-war year 
1939 this figure was $7,653,000 for the larger company, 


$5,771,000 for United. The war-time increase has been | 


$17,785,000 for Burlington, $16,322,000 for United. Net 
working capital per share is $16.39 for Burlington, $27.98 
for the smaller company. In the pre-war year it was 
$7-37 a share for Burlington, $5 a share for the other 
company. Thus, Burlington’s net working capital per 
share has increased less than 214 times during the war 
period, while that of United has been multiplied over 
five-fold. 


Market Action 


As compared with the bear market lows, both of these 
stocks have had a very great advance. United sold as 
low as 1134 in early 1942 (as low as 6 in 1938), compared 
with 1944 high of 45 and recent price around 42. 
Burlington was as low as 1474 in 1942 (634 in 1938), 
against 1944 high to date of 4034 and recent price of 
40. However, in retrospect the lows look ridiculous on 
a statistical basis..In 1942, when the low was not quite 

5, Burlington earned over $4 a share and paid $1.65 
dividend. In 1938, when it got down as low as 634, it 
earned $2.27 a share and paid a $1 dividend. 

There could perhaps be justification for a low of 6 for 
United in 1938 for it had a deficit in that depression year 
and paid no dividend, but in 1942 when the low was 
1134 the company actually earned $5.83 a share and 
paid dividend of 9734 cents; and, moreover, in each of 
the preceding three years net per share had ranged from 
$2.22 to $3.97. 

So the stocks, neither of them, being a radical specula- 
tion, were entitled to a large rise on the realities of 
earning power and financial condition. The question 
now is whether they have gone to an unsupportable ex- 
treme in the opposite direction. That may be open at 
least to some debate—for future changes must be allowed 
for—but on the prevailing statistics it can only be said 
that neither looks very high. 

Against present price of about 42 for United there is 
net working capital of $27.98 a share and book value of 
$45-70 per share. This price is 5.6 times 1943 earnings 
per share, g.5 times average earnings of the past five 
years. However, it must be noted that it is around 18 
times earnings of such pre-war years as 1937 Or 1939. 

Against present price of 40 for Burlington Mills, there 
is net working capital of $16.39 a share and book value 
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of $31.71 a share. The price is g.8 times latest fiscal year 
net per share, about 12 times average reported net per 
share for ten years 1934-1943. But note that with ad- 
justment for present greater share capitalization, it is 
about 17 times highest pre-war net per share of 1939. 

In short, these two stocks look “reasonably” priced in 
ratio to war-time earning power but far from cheap in 
ratio to best pre-war earning power, for in over-all in- 
vestment status the highest rating that can be accorded 
them is “fair”. This brings up a question as to whether 
post-war earnings are likely to be comparable to present 
earnings, or comparable to pre-war earnings. Obviously, 
it can not be answered with any certainty, since various 
imponderables are involved. However, though exact 
levels are anybody’s guess, it appears likely that post-war 
business activity, national income and consumer spend- 
ing will average somewhat above the best pre-war years 
and materially above the pre-war average. Next, there 
is reason to believe that consumer demand for rayons 
is still subject to long-term growth. On these two prob- 
abilities, it seems reasonable to anticipate that pre-tax 
earnings after the war may be substantially higher than 
best pre-war records. If this is so, the remaining part 
of the question about future earning power boils down 
largely to the matter of Federal tax rates. 


The Tax Picture 


It would be pointless to indulge in any guesses as to 
when and by how much Federal taxes will be lowered. 
However, if there is one certainty in the tax picture, it 
is that the excess profits tax will be repealed after defeat 
of both Germany and Japan. All authorities at Wash- 
ington seem in agreement on this score. Looking for- 
ward to the time when tax calculations will again be 
relatively simple to make, some purely hypothetical 
figures may be advanced. If Burlington had sales of 
$68,000,000 which is half-way between 1939 figure and 
war-time peak, and if it had an operating profit margin 
of 10 per cent, which also is half-way between 1943 and 
1939 results, the pre-tax profit would be somewhere 
around $6,800,000. If the effective Federal tax were 50 
per cent, the net profit would approximate $3,400,000. 
If the tax were 4o per cent, profit would approximate 
$4,080,000. The former figure is about 43 cents a share 
less than was earned in the 1943 fiscal year, the latter 
figure about 34 cents a share more. 

Actual results, of course, may be far different from 
these hypothetical figures. Sales for a goodly time may 
be less than $68,000,000 a year, for that figure is 70 per 
cent higher than 1939 sales and over twice the average 
sales of 1936-1939. Operating profit margin may be 
higher or lower than 10 per cent. It was 13.2 per cent 
for the latest year, compared with 16.6 per cent for 
United Merchants & Manufacturers. In 1939 it was 7 
per cent for Burlington, 6.7 per cent for the smaller com- 
pany. In calculations of the above kind, the reader can 
write his own ticket as to how much either or both of 
these companies might earn in future under various as- 
sumed levels of sales, profit margins and taxes. But all 
it can suggest is that they probably will have earnings 
better than the best pre-war results and that they might 
be close to or even a bit above best war-time figures, if 
conditions should be highly favorable. 

As noted earlier in this analysis, Burlington Mills com- 
mon is now priced at approximately g.8 times prevail- 
ing earning power per share, the comparable ratio for 
United being 5.6. It need hardly be said that that is a 
very wide divergence in market appraisal of worth and 
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potentials. Specifically, it values—or prices—each dollar 
of Burlington’s present earning power 75 per cent more 
highly than a dollar of United earning power. There is, 
of course, room for debate as to whether the differential 
is too great but at any rate it is not just happenstance. 
The concensus of investment opinion that the differen- 
tial reflects is that there is much more “war” in United’s 
present earnings than in Burlington’s and that the risk 
of post-war shrinkage in them is relatively greater than 
in the case of Burlington. As generalities, that is very 
likely true. 

However, one must go further than the difference in 
current price-earnings ratios. While the market appraisal 
assumes that a larger proportion of United’s present earn- 
ing power is temporary, it assumes on the other hand 
that in regular earning power—as to which the relative 
positions are perhaps roughly indicated by best pre-war 
earnings—there is not a great deal of difference in merit 
between the two stocks. As pointed out earlier, present 
price of Burlington shares is about 17 times the per 
share earnings of 1939, price of United about 18 times 
1939 per share net. During 1939, on 1939 earnings, the 
highest price-earnings ratio for Burlington was 8.6, the 
highest for United was 5.8. Not until 1943 did United 
common closely approach Burlington in market price, 
not until this year did it pass Burlington. 

Despite the wide divergence, therefore, in current 
price-earnings ratios, it is ap- (Please turn to page 327) 




















| 
Pertinent Statistical Data 
United 
Burlington Merch, 
Mills & Mfrs, 
Capitalization 
Bedi aa Faxiindandwsrocuidccecwans 1$4,920 None | 
Preferred Shares (No. of)............. 61,852 60,000 
P ae Shares (ING. Of)... 2006 ccces 869,888 575,174 
ales 
POO OP EEE ETE 797,641 {83,210 
LCS eee mene ner: 139,270 735,359 
Per Shave, latest yeat= <<... --ccetcess $112.23 $144.71 | 
Income Figures 
Per Share net, latest year.......... ... $3.97 $7.40 
Pee Slate 166 1990. « occccvcicscencse 3.28 2.44 
| Oper. Margin, latest year........... - 132% 166% 
| Oper. Margit, 1999. 600 ccceccccwss 7.0% 6.7% 
| Net Profit Margin, latest year......... 3.8% 5.1% 
| Net Profit Margin, 1939............. 5.2% 41% 
| Per Share Dividends 
| Indicated Current Rate............... 2.10 2.00* 
(Cs er Hee 1.25 None 
| COTETCY [CIC ERR eee ener 5.3% 4.7% 
Net Work Capital 
| CHS NONN eevee cctv eleodawenvacciawe (25,438 722,093 
| Latest Year Per Share..............4% $16.39 $27.98 
(OES Oe ee eee ee t 7,653 * 5,771 | 
| WDA REE SRC 6 6 a icceccccccescuces $7.37 $5.00 | 
| Book Value Per Share... .........ce0e. 31.71 45.70 | 
| Current Ratios 
| [PS eee err 3.7/1 2.1/1 
OC ae er ne are . 24/1 1.5/1 
Ratio Inventory to Current Assets 
PRES CED eee Cnt eee Ter 458% 31.7% 
EP Saree he NU HOR a RHR ala WO HES 61.9% 30.2% 
Ratio Cash to Current Liabilities ; 
Datel MORN 6 cc eodiv on cotccnsoecces 86.3% 53.6% 
LOSS rer ee eee 19.71% 16.2% 
Plant & Equipment, Latest Year.......... 411,686 {+ 8,727 
Plant & Equipment, 1939.............. + 8,754 7+ 7,320 
Reserves, Latest Year.........ss0008 oes + 1,400 7+ 1,750 
GSGNUUE EGE o ois in bie cres toie ean ewesiclers | 86-7 303 
ERLE Ch ene Meer $25,314 718,444 | 
Co CATE Oc Ee rr 112,398 7 7,471 
Recent Price—Earnings Ratio........... 9.8/1 5.6/1 | 
*Plus 10% stock. tin millions of $. ) 
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Clear Sailing? 


Now that the July top of the 
Dow industrial average has been 
penetrated, Dow Theory followers, 
content that this performance has 
“reaffirmed” the bullmarket trend, 
are convinced that henceforth it 
will be “clear sailing” for the mar- 
ket. However, this column is not 
so sure about it. Such deductions 
have proved erroneous before, and 
may do so again. As pointed out 
on previous occasions, such “con- 
firmations” do not by any means 
guarantee a broad and extended 
rise, nor do they preclude the pos- 
sibility of reactions. And by re- 
actions we mean more than just 
the ordinary correctional phase 
such as the market is now going 
through. Spurts into new high 
ground are usually followed by 
periods of digestion, if not to say 
congestion, and moderate recessions 
from the highs are the rule. 

It must be recorded, however, 
that the market so far has been 
acting in fairly encouraging fashion. 
Apparently there is no great urge 
to sell or take profits though profit 
taking has been marked especially 
in the rails after their vigorous 
advance of the past weeks. The 
corrective move thus far has been 
modest, in terms of the average, 
with activity contracting on the de- 
cline. Just how much of the selling 
is of the tax selling variety is im- 
possible to ascertain or even guess 
though it would doubtless be in- 
teresting to know. 

What with the plethora of invest- 
ible funds and the fillip the market 
lately received from a wavelet of 
stock split-ups, it would not surprise 
if present corrective action were to 
remain relatively limited in scope. 
Split-ups are widely regarded as 
signs of intrinsic market strength, 
certainly not a characteristic of a 
liquidating market. The eagerness 
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with which buyers have recently 
taken to a stock on news of an im- 
pending split hardly bespeaks an 
over-bearish frame of mind. While 
market sentiment continues mixed, 
all this may provide a degree of 
underlying firmness in the period 
of churning which may well lie 
ahead in the immediate future. 


Selectivity 

A glance at price moves during 
the current correctional phase of 
the market emphasizes once more its 
selective character, While diown- 





STOCKS RECENTLY STRONGER 
THAN MARKET AVERAGE 
All. Chem. & Dye Hazel-Atlas Glass 
Am. Locomotive Illinois Central 
Am. Steel Fdrs. Lambert 
Am. Tel. & Tel. May Dept. Stores 
Bliss & Laughlin Minneapolis- 


Butler Bros. Honeywell 
Eastman Kodak Nat. Dairy Prods. 
Electric Boat Pac. Gas & Electric 


Fairbanks Morse 


Phelps Dodge 
Federal Mogul 


Pressed Steel Car 


Fruehauf Trailer Superheater 
General Mills Timken Detroit 
Glidden Co. Axle 











ward adjustment of prices occured 
in many directions, advances are 
registered in others and a goodly 
rumber of new highs appear daily. 
People, in short, are not buying the 
market, they are buying stocks and 
have been for quite some time. 
This is made abundantly clear if 
we consider that while the indus- 
trial average has bettered its July 
high only slightly (rising from 
150.50 to 151.62 at the peak of the 
upward move), many _ individual 
stocks have done far better. In fact 
the number of stocks with above 
average market performance is very 
considerable. Such equities as Bur- 
lington Mills, Pfizer, Ex-Cell-O, 
Crosley, Lehigh Coal and Naviga- 
tion, Worthington Pump and Emer- 


July by about 20%. 





son Electric, to mention just a few, 
bettered their 1944 highs since mid- 
Dresser Manu- 
facturing by 38%, Texas Pacific 
Land Trust by 95% and Grumman 
Aircraft by fully 95%. 


Tax Selling 


As far as market effect is con- 
cerned, the much vaunted tax selling 
pressure has been largely conspicu- 
ous by its absence, at least up to the 
time of this writing, again confound- 
ing those prone to attach much faith 
to seasonal patterns. Apparently 
there are not so many losses to take 
at this time, just as there is no great 
urge to take profits. People, in other 
words, rather hold stocks than cash. 

Apropos tax selling, readers are 
reminded that for tax purposes, sales 
to establish losses must be completed 
by December 29 while sales to rea- 
lize profits must be made not later 
than December 27. 


Correction 

In an article in our November 25 
issue, On page 207, we discussed the 
contemplated stock offering of Aer- 
onca Aircraft and inadvertently en- 
dowed the proposed preferred stock 
with a $10 dividend rate. Actually, 
the proposed rate is $0.55 for the $1 
par value cumulative convertible pre- 
ferred stock. Company’s 1943 earn- 
ings, stated as $0.79 per share, were 
after provision of $100,000 for con- 
tingency reserve. Prior to this deduc- 
tion, net earnings were $204,546 or 
$1.55 per share. 


Hope Springs Eternal 

Recent market strength of Inter- 
national Paper common apparently 
was based on dividend hopes. While 
a director of the company promptly 
threw cold water on such expecta- 
tions, optimists seemingly felt that 
what with increasing pressure for a 
disbursement, “you cannot tell what 
may happen.” 
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Stock Splits 


Speculative appetites were whetted 
over the past weeks by an increasing 
mmumber of stock splits, producing 
eager demand for the equities in- 
volved. Loew’s common sold into 
new high ground following an- 
nouncement of a three-for-one split 
and placement of the new common 
on a $1.50 annual dividend basis. 
In preparation for this adjustment, 
directors asked stockholders to ap- 
prove an increase in the authorized 
common stock from four million 
shares to six million. Also recom- 
mended was cancellation of present 
authorization in the company’s 
charter for 150,000 shares of pre- 
ferred stock, none of which is now 
outstanding. The board declared 
regular dividend of 50c and an extra 
payment of $1.50 on the present 
common stock; these payments will 
bring 1944 disbursements to $4 a 
share, the same as in 1943. Loew’s 
earnings are running at a high level 
with a net of $6.24 a share reported 
for the forty weeks ended June 8 
compared with $5.67 in the like pe- 
riod of the preceding year. Earnings 
for the entire fiscal year are estimat- 
ed at $8.50 per share. On basis of 
three-for-one split, this would indi- 
cate earnings on the new shares from 
$2.70 to $2.80 a share, leaving ample 
coverage of the dividend rate con- 
templated for the new stock. 

Other stocks aided marketwise by 
forthcoming splits were American 
Airlines, Pan American Airlines, 
Pepsi-Cola and Raytheon. A four-for- 
one split is rumored for Westing- 
house. There are of course varying 
motives behind these moves; these 
will be dealt with in greater detail 
in the next issue of the Magazine. 
In some cases, the need for new cap- 
ital is obvious. Elsewhere, as in the 
past, when stock prices have risen 
because demand has outrun the 
supply, managements are resorting 
to split-ups to keep prices of their 
shares within what they regard as a 
desirable range. Such actions also re- 
flect growing interest in realization 
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of long-term capital gains on the 
part of management and large stock- 
holders at a time when personal in- 
comes are otherwise severely limited 
by high taxes. The latter of course 
holds “appeal for smaller stockhold- 
ers as well. 


Still Pending 


Segregation of its sleeping car di- 
vision by Pullman Inc. still appears 
some way off in view of disagree- 
ment by the railroad industry as to 
the method for acquiring the busi- 
ness. special committee has been 
formed by the Association of Amer- 
ican Railroads in each region to 
study the problem and this may help 
speed up a decision. In the mean- 
time, Pullman’s manufacturing unit 
is understood to have sufficient or- 
ders on hand to keep production at 
a high level well into 1945. 


Oil Doings 


Recent announcement by the 
Standard Oil Company of California 
that it has signed concessions on 
1,750,000 acres of oil lands in Vene- 
zuela points to intensified American 
oil production in foreign fields in 
the postwar era. The trend toward 
investment in foreign oil properties 
has been pronounced, with atten- 
tion being paid to Venezuela in par- 
ticular. It reflects a growing convic- 


tion, 
that the United States hereafter must 


both in and out of the industry, 


rely more and more on foreign oil 
to supply increasing demand. 

Oil companies plan heavy expen- 
ditures for postwar development, 
both at home and abroad. A recent 
survey by the Petroleum Administra- 
tion for War, covering all types of 
petroleum plants in this country and 
abroad, revealed that the industry 
plans total outlays of some $352 mil- 
lions on refinery equipment as rap- 
idly as materials for construction 
become available. Fully one-half of 
that sum will be expended outside 
of the United States. Ever since the 
start of the war, foreign investments 
by American operators have been 
greatly curtailed. In the last six 
years, thirty principal companies 
spent only $406 million or less than 
10% of a total expenditure for that 
period of $4,105 million. In 1943, 
foreign expenditures dropped to $51 
million, or 5.5% of the year’s total. 
Prospects of vigorous postwar ex- 
pansion should mean excellent busi- 
ness for years to come for makers of 
refinery equipment, oil well machin- 
ery, etc., since domestic exploration, 
too, is expected to revive sharply 
with a return to normal conditions. 

Among those in the forefront of 
the Venezuelan oil picture is Creole 
petroleum whose plans for construc- 
tion of a $4o million oil refinery in 
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Increases Shown In Recent Earnings Reports 


bps ‘Mews MMR 6 acca vcca vedere ne caccesuns 
Engineers Pub. Serv. & Subs.................205- 
Weert CONE CO oe vino oc occ c ic cccececnses 
Bene COttel PUNONOS sc ccc cccvsccccssicesccees 
NII I gitiag as acu c's Cocke ka wancescckcas 
Exmetmns Cone Ca, CG 6... 5 occ cc ecceccvecnee 
CI ods voce he cnc cee tee coectaness 
Sere Merc cneeecaancien Caunwews 


ee ee SIE © PUN boc.c a cae cncccacrues 
Cab al OO eRe errr rere 
West — Cc ¢ksceundesihedneeacdecere ns 

REE 6 << euviecd vcs ccwawsiecccsdan'as 
Central Violeta MOI sb vo cae ca te od eiacpveciciae wale 


Twentieth Ge Nie eo sce oa os vacras Seu was 


Latest Year 

Period Ago 
Ree 10 mos. Oct. 31 4.85 4.58 
Vemaarws Year Dec. 31 4.65 4.43 
Ruedas Year Sept. 30 5.10 1.23 
weaeaat 12 mos. Oct. 31 2.32 1.63 
uaowoey Year Sept. 30 3.35 91 
Arete 10 mos. Oct. 31 85 .60 
devuviess Year May 31 10.72 2.80 
Dae iii Year Sept. 30 7.43 5.90 
mere 9 mos. Aug. 31 1.00 .69 
Sle daes 12 mos. Oct. 31 1.59 1.47 
SuCeies 9 mos. Sept. 30 1.41 41 
eres Yeer Sept. 30 2.10 1.95 
waves Year Sept. 30 1.87 1.81 } 
cate aiale 9 mos. Sept. 30 11 .09 
es 6 mos. Oct. 31 1.59 1.25 | 
wean Year Sept. 30 4.33 2.60 | 
Rocwees 16 wks. Oct. 21 18 .07 
aa salore Year Sept. 30 6.03 1.55 
weweleee 9 mos. Sept. 30 1.32 1.25 
eceunes Sept. 30 quar. .28 -26 
er eo 39 wks. Sept. 23 4.67 4.53 | 

















Venezuela are nearing completion. 
The refinery will be near the central 
part of the country to be able to 
compete in world markets. Creole’s 
new pipe line to Eastern Venezuela 
is nearly completed. 


Financial Strength 


The Foster Wheeler Corporation 
has paid off all its bank loans during 
the current year. These came to $4.8 
million a year ago under a $15, mil- 
lion V credit arrangement with a 
group of banks. Now it is understood 
that this agreement has been reduced 
to a $9 million V loan to cut down 
interest charges on unused balances. 
Company’s financial position cur- 
rently is the strongest in its history. 

The company should benefit ma- 
terially from. the potential world de- 
mand for oil refinery equipment 
which normally contributes the larg- 
est percentage to Foster Wheeler’s 
dollar volume. Company at present 
has under negotiation substantial 
business for Russia, mostly for war 
purposes and falling in the lend- 
lease category. But this and other 
foreign markets are being developed 
for postwar business. Directors re- 
cently voted a year-end extra divi- 
dend of 50 cents in addition to plac- 
ing the common on a_ regular 
quarterly basis of 25 cents. 


Still Expanding 


McKesson & Robbins announced 
acquisition of another wholesale 
drug company, the W. J. Gilmore 
Co. of Pittsburgh, thus affording the 
company a new outlet in the Pitts- 
burgh area. Distribution facilities 
are a vital part of the drug industry 
and McKesson will now have 66 
firms merged into its distributing 
organization. 

Another company noted for _ its 
strong expansion and diversification 


trend is Dresser Industries which 
through acquisition of three new 
companies plans further widening of 
its scope of activities. Companies to 
be acquired are the Day & Night 
Manufacturing Co. of Monrovia, 
Cal., maker of a line of gas fired hot 
water heaters; the Payne Furnace 
and Supply Co. of Beverly Hills, 
Cal., producer of steel furnaces and 
floor furnaces for the consumer dur- 
able goods field; and Kobe Inc., of 
Huntington Park, Cal., a producer 
of hydraulic deep-well oil pump sys- 
tems. Acquisition of these companies 
will be accomplished by an exchange 
of stock; Dresser stockholders re- 
cently authorized an increase in 
capital stock from 453,000 to 600,000 
shares, a portion of which is unis- 
sued and will be used to consum- 
mate the purchase agreements. 


Melville Shoe Corp. 


Holders of the preferred stock are 
reminded that the present basis of 
conversion—one share of preferred 
for three shares of common—expires 
at the end of this year. On January 
1, the new rate of 214 shares for one 
goes into effect, to continue until 
January 1, 1950. Current market 
price of the common is around $36 
a share, against the year’s high of 
3814 and a low of 3114. As against 
the $5 a share in dividends it is now 
receiving annually, the preferred is 
convertible at the present rate into 
common shares paying a total of $6; 
however, the $2 annual dividend on 
the common has been barely cov- 
ered this year and last. Present con- 
ditions, of course, are no gauge of 
earning power in normal times; in 
1940 net per common. share was 
$2.96 and $2.64 was earned in 1941. 
Since then, wartime regulations and 
rationing have resulted in reduced 
earnings which last year were down 














Southern Pac. Trans. Sys 
Le Tourneay, Inc. (R. G.). 
McGraw Electric. . 
Nash Kelvinator... 


Wesson Oil & Snowdrift. 
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Royal Typewriter........ 
Thermoid Co...... 
Vick Chemical 
Virginian Rwy..... 








Declines Shown In Recent Earnings Reports 
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to $2.15. Net for the first half of this 
year was $1.01 per share. The com. 


mon has semi-investment 
since the yield 


the dividend were reduced moder. 
ately though no such step is imme. 
diately expected. Postwar prospects 
point to satisfactory recovery of earn. 
ing power. The preferred is pres. 
ently selling around 113, thus at a 
wide premium over the call price 
of 105. 


Airline Financing 


At least 50% of the estimated $500 
million of financing that will be re- 
quired by domestic airlines in the 
first stage of their contemplated post- 
war expansion could be provided in 
the form of medium term serial 
loans by banks and insurance com- 
panies. Of the balance, not more 
than 30% need be in form of equity 
capital since the remaining 10% 
could be provided from earnings 
during the expected postwar growth 
period of this up and coming indus- 
try. This is the gist of a study made 
by a number of financial institutions 
including three leading New York 
banks. 

Whether the industry’s projected 
expansion will be financed along 
these suggestions remains to be 
seen, of course. It is patent that pres- 
ent equity capital of domestic air- 
lines is inadequate and some esti- 
mate that at least $250 million may 
have to be raised by sale of addi- 
tional common and preferred stock. 
Thinking in industry circles appears 
to tend in this direction. Pan Amer- 
ican Airways recently announced a 
program which may provide $60 to 
$80 million of new equity capital in 
the next three years. American Air- 
lines stockholders authorized addi- 
tional stock which may provide $60 
to $70 million in new equity funds 
via a two-for-one split of the com- 
mon and issuance of 200,000 new 
preferred shares. Other domestic 
airlines are said to consider meeting 
their requirements along similar 
lines. 


No U.S. Steel Financing 


Holders of U.S. Steel securities 
will doubtless be interested in word 
that the corporation plans no public 
financing after the war. So says E. 
M. Voorhees, chairman of the com- 
pany’s finance committee. Postwar 
monetary needs are well provided 
for; a total of $135 million have 
been set aside for reconversion up to 
the end of 1943. 
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The Personal Service Department of THE MAGAZINE OF WALL STREET wil! 
answer by mail or telegram, a reasonable number of inquiries on any listed 
securities in which you may be interested or on the standing and reliability 
of your broker. This service in conjunction with your subscription should 
represent thousands of dollars in value to you. It is subject only to the fol- 


lowing conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities; one request per month. 


3. No inquiry will be answered which does not enclose stamped, self 
addressed envelope, or is mailed in our postpaid reply envelope. 


4. If not now a paid subscriber use coupon elsewhere in this issue and send 
check at same time your transmit your inquiry. 


Special rates upon request for those requiring additional service. 





What Action Now? 


“Recently I made inquiry of your per- 
sonal service department concerning the 
advisability of attempting to invest some 
of my idle cash before the end of the 
year as I do not like to maintain a 
large amount of cash at the sacrifice of 
immediate income. According to various 
financiak periodicals it seems to be the 
concensus of opinion that there will prob- 
ably not be much tax selling this year. 
I realize that we still have the 
hanging threat of a serious setback from 
one cause or another and all counsellors 
are advising a cash reserve of 30 to 40%. 
However my status is still 100% cash 
with the exception of the Liquid Car- 
hbonic stock and I wonder if I should 
not attempt to make a few solid invest- 
ments in some good dividend paying se- 
curities on any minor recessions. Fol- 
lowing is a list of common stocks which 
I have been watching and charting and 
also the range in which I think pur- 
chases would be advisable. I will ap- 
freciate your comments on any of this 


over- 


list or any others you might suggest. 
Atchison Topeka & Santa Fe. Com....66-70 
American Locomotive Com........... 18-20 
POC SPOONS ao «cist oatiecete wale signe stead 12 
Ce GO Mise ncncsaccdneacseessses oe 62-63 
Container Corp. Comms. icsicccacevces 23-25 
General American Transportation..... 49-50 
Glenn L. Martin Com....¢sccccccscncs 20-21 
New York Central Com............0. 17-18 
Oppenheim Collins Com.............6. 9-10 
Republic Steel Com........sessese . 17-18 





Standard Gas & Electric 7% 


Will you be good enough to let me 
have your comments at an early date?’ 


—M. P. A., Crete, Iil. 


It will not be possible to cover 
your inquiry as fully as we should 
like because we must try to answer 
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all our subscribers as promptly as 
we can and to give adequate consid- 
eration to all of the items you have 
listed would naturally take a great 
deal of time and research. 

First we shall briefly consider the 
point of tax selling. Here we find a 
variation of opinion that is almost 
as great as that with respect to the 
near term course of market prices. 
How one can say there will be no 
tax selling with 150 to 250 stocks 
close to their 1944 highs, some mak- 
ing new highs frequently, and all 
well above the lowest price at which 
they sold in 1943 or 1944 while there 
are at least 100 stocks that are many 
points below their 1944 highs so that 
one can take a long term profit on 
the one hand and a short term loss 
on the other. There may be many 
instances where the holder will feel 
that saving in taxes may not justify 
the risk of losing the position but 
vou might also consider that a stable 
market for the duration of the wai 
loan is desirable and might contrib- 
ute to the success of the present bond 
selling campaign. If adjustments are 
withheld until the end of the 6th 
War Loan for patriotic reason we 
might yet witness a short period of 
intensive selling with price fluctua- 
tions similar to those that occurred 
in November, 1943. 

As to the securities you list we 
must adhere to our policy to com- 
ment on only three securities at one 
time. First we will consider Coca- 


Cola A which is to all intents and 
purposes a preferred stock. It certain- 
ly involves risk of loss of 25% of 
capital if called for retirement un- 
expectedly at the retirement price of 
$52.50 and the yield of less than 5% 
hardly compensates for the risk in- 
volved. We can say “it won’t happen 
here” but it did happen in Johns 
Manville Pfd. which was called at 
120 while selling around 133 and 
possibly one or two others whose 
names do not come to mind at the 
moment. 


In the case of Standard Gas & 
Electric, the market price would 


seem to fully reflect its value in terms 
of the recapitalization, therefore we 
see little hope for further apprecia- 
tion. Since no dividends are being 
paid it does not qualify for your ob- 
jective of income. 

Atchison Common was covered in 
considerable detail in a recent issue 
of the Magazine. Its dividend is at- 
tractive but its price is rather high 
and in view of the fact that action 
with respect to an issue discussed in 
the Magazine should be based on the 
market position as suggested by Mr. 
A. T. Miller, it is recommended that 
you maintain your cash reserve over 
the near term. 


Educational Fund 


“Again I am writing you for a ree- 
ommendation for an investment for our 
grandson's fund, toward his education. 
You may have forgotten an investment 
you suggested more than a year ago, 
which turned out very well indeed; it 
was in Atchison Topeka & Sante Fe 
Pfd, purchased at 83% sold at 101. 
In asking you for this, I want you to 
know I am not holding you responsible 
for any suggestion; if any one were 100 
percent perfect along this line, he might 
possess the assets of the world. I men- 
tion this that you may have no qualms 
about suggesting a favorable investment 
in your judgment. My husband has been 
a subscriber to the Forecast for a few 
years; it is sent to his business address. 
We have a high opinion of its ability 
and trustworthiness. But for this par- 
ticular fund I am asking for your per- 
sonal advice.” 


—H. S., Spring Grove, Penna. 


We hope in this instance that our 
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suggestions will prove as favorable 
as they have in the past. 

Since you do not give the age of 
your grandson, we must perforce as- 
sume that he is quite young. You 
cannot expect any reasonably safe 
commitment made under today’s 
conditions to equal the results of the 
Atchison transaction. It seems there- 
fore that a bond would be most suit- 
able in this instance and we would 
suggest Laclede Gas Light 54s of 
1960 around 99% to 100. While the 
original contract calls for the retire- 
ment of these bonds at a premium 
of 3% if retired before 1950, the 
plan of recapitalization now under 
consideration contemplates their re- 
tirement at par. We have therefore 
set par as the maximum price that 
ought to be paid, so any premium 
that might be paid in the event ap- 
proval for their retirement at par 
cannot be accomplished may be con- 
sidered as extra reward. 

Inasmuch as it is expected that 
the capital readjustment will be com- 
pleted within two years, this recom- 
mendation will operate as a short 
term hedge against a change in the 
general investment price structure 
while yielding a return of 514% 
over the near term. Possibly when it 
becomes necessary to consider re- 
investment of the funds, if retirement 
occurs prior to maturity as now seems 
probable, there will be opportunities 
for reinvestment in an issue where 
both income and appreciation can 
be expected with moderate risk. 


Sell Philco 


“What should I do with Phileo which 
costs me about 18. It shows me a nice 
profit and since I read in the newspapers 
recently that a public offering at 33% had 
to be canceled, I am wondering if I 
ought to accept my profit. Do you think 
it might decline enough within six months 
or a year so that I could buy it back 
around 20 or 25.” 

—C. F. E., Manheim, Pa. 


Philco is reported to be planning 
to enter production for civilian con- 
sumption when the conflict ceases in 
the European theatre while con- 
tinuing to supply the armed forces 
with necessary radar and electronic 
equipment for the war against Japan. 
We have seen some estimates that 
the company expects to do a volume 
in the first two years after the war 
that will exceed by 50% its pre-war 
volume in the refrigeration field. As 
you may recall this issue was covered 
quite fully in the magazine only a 
short time back. 

There are, however, a number of 
factors that suggest extreme caution 
in issues where price expansion has 
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been considerable. So many firms 
are planning to enter the fields of 
radio plastics, electronics, and house- 
hold equipment that we may come 
up with a situation where competi- 
tion will be so keen that profits will 
be negligible. 

It must also be recognized that 
nearly all estimates of post-war pro- 
duction and buying power are 
founded on a highly optimistic basis. 
Should public psychology change or 
competition develop a stringency one 
might find our situation materially 
different from general anticipation. 
On the whole we can see no reason 
why you should not take your profit, 
but we doubt you will be able to 
replace your investment as low as 
you expect. 


Buy Wesson Oil? 


“What is the outlook for Wesson Oil 
&¥ Snowdrift common? I own 100 shares 
which cost me around 50 some years back 
and I had in mind to buy 100 to 200 


shares more if this issue reacted to about 


20 as that would give me an average cost: 


of about 30 and a return of 5% on the 
entire investment for the contemplated 
purchase would return 74% while I am 
only getting 3% in my original purchase.” 


—W.T.M., Chickasha, Okla. 


The near term outlook for Wesson 
Oil and Snowdrift is satisfactory. A 
claim now pending against the Gov- 
vernment for $800,000 on account of 
excess cost in replacing inventories 
liquidated at government request 
would return to the company the 
equivalent of $1.50 per share. The 
claim is based on the premise that 
in order to alleviate a shortage of 
vegetable oils the company liqui- 
dated a large inventory of low cost 
vegetable oils and in so doing in- 
curred large excess profits taxes. It 
now finds it necessary to replace a 
substantial part of this inventory at 
prevailing prices and should there- 
fore feels it should receive an adjust- 
ment of its excess profits taxes to 
compensate for these increased costs. 

Its best known product “Snow- 
drift” shortening continues to hold 
well in sales volume but profits are 
understood to be below normal be- 
cause it is now packaged in glass 
rather than the tin containers for- 
merly used and the glass containers 
are presumed to be somewhat more 
expensive to handle. In addition to 
a large volume of crushed cotton- 
seed, this company also processes 
peanuts and soy beans and as these 
items gain in public favor, further 
expansion in this field is indicated. 
Another important output is the 
production of fertilizer which should 
be of importance at least during 


¥ 


high prices for farm products. 

Under the circumstances your con- 
templated purchase should prove 
profitable if the shares decline to the 
level you have in mind. 


Take Tax Loss 


“T own a substantial block of shares in 
Magma Copper Co. accumulated many 
years ago, cost being in the neighborhood 
of 40.00 per share as some of the shares 
were purchased around 80. Would I be 
wise in taking a tax loss on say 200 
shares as some of my stocks show a fair 
long term profit and the loss I could 
take would be about $1200 more than the 
profits I have in hand?” 


—M. P. A., Dumont, N. J. 


Magma Copper has had a recent 
sharp advance predicated on the be- 
lief that a new discovery on property 
which the company has under option 
may provide a large backlog of cop- 
per ore. It should be borne in mind, 
however, that the area in which the 
discovery was made is regarded as a 
low grade area and until the pro- 
posed drilling campaign proves that 
the discovery can be commercially 
profitable, one cannot assume that 
the company will gain any substan- 
tial benefits from this property. 

On the other hand we have had 
the widely heralded, though some- 
what disputed statements, that excess 
supply of mined copper plus recov- 
erable scrap may be as much as five 
to six years’ normal supply. That 
there is some foundation for belief 
a huge surplus exists is best ‘evi- 
denced by attempts to have a “floor” 
put under copper prices on cessation 
of hostilities and to have the gov- 
ernment take over the surplus for 
gradual liquidation. 

In your case it would seem that 
you could very properly take the loss 
as you contemplate for you can offset 
the amount you have in mind 
against profits while if you have in- 
come from dividends or salary you 
can utilize another $1000 of the loss 
to further minimize your taxes un- 
der the provision that $1000 in losses 
may be applied against income. The 
small balance can be carried ahead 
to 1945 and used where it will be 
most advantageous unless the present 
tax laws are changed. And if the 
rally subsides you may find that you 
can repurchase the shares you sell at 
a profit if you wish to do so. You 
should however make certain that 
you can properly identify the certifi- 
cates you are planning to sell as to 
date of purchase and cost price in 
case you have shares at both high 
and low prices. 


(Continued on page 328) 
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CONCLUSIONS 


MONEY AND CREDIT — Profits of 
265 leading industrial companies up 
3% in first nine months. Corporate 
net working capital to reach $47 bil- 
lion by year-end, plus refundable taxes 
of nearly $2 billion. 


TRADE—Christmas shopping starts 
earlier this year, and promises to last 
longer, than for any previous season. 


“Some depleted lines of merchandise 


will be hard to replace—notably tex- 
tiles. 


INDUSTRY—Estimated cost of Pa- 
cific War after V-E Day raised to $71 
billion a year. 


COMMODITIES—Farm products ad- 
vance sharply to near war-time peak, 
spurred by 4-cent boost in wheat ceil- 
ings. 


The Business Analyst 


Per capita business activity has picked up 
another 1% during the past fortnight and is 
still 0.6% above last year. All components of 
this publication's weekly business index, save 
bituminous coal production, report better than 
normal seasonal improvement. The index for 
November sagged 0.1 point from October, to 
156.5% of the 1935-9 average, at which level 
it was 2.5 points ahead of November, 1943. 
Without compensation for population growth, 
the index averaged 167.6 in November—2.8%/, 
above November of last year. 

* *€ * 

Retail store sales in October were 4% 
ahead of the like month a year earlier. Depart- 
ment store sales in the week ended Dec. 2 
and for four weeks were 13%, heavier than last 
year, compared with a cumulative gain of only 
9% for the year to date. With the holiday 
shoppers’ rush starting earlier this year and 
promising to last longer than ever before, mer- 
chandise stocks will be depleted by the end of 
the month and in a number of categories, no- 
tably textiles, hard to replace. 


* * * 
Yet the Sixth War Bond Drive, with a week 
(Please turn to the following page) 
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Inflation Factors 








FEDERAL WAR SPENDING (#f) $b 
Cumulative trom Mid-!940........ 


Latest Previous Pre- 

Wkor Wk.or Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Aac- Harbor 
Dec. 6 1.68 2.00 1.95 0.43 (Continued from page 315) 
Dec. 6 238.5 ~ 236.8 147.8 14.3 


yet to go as of present writing, is already over 





FEDERAL GROSS DEBT—$b 





the top by more than a billion dollars. The 
Dec. 6 224.8 214.1 166.1 55.2 | Treasury recently gave out the encouraging news 
that War Bond redemptions prior to opening 





MONEY SUPPLY—S$b 





of the drive were running at only 8% of bonds 




















FACTORY HOURS & WAGES (ib) 
Weekly Hours 00... eee. 
Hourly Wage (cents)... eat 
Weekly Wage ($).........--..------:--------- 


Demand Deposits—i0! Cities... —— 35.8 38.5 34.1 24.3 sold, compared with 15% withdrawals from 
Currency in Circulation................. Dec. 6 25.1 25.0 20.1 10.7. | savings banks during the past year. 
* * * 

SANK DEBITS—13-Week Avge. Profits after taxes reported for nine months 
New York City—$b..0.0......s.- Dec. 6 6.06 5.63 5.20 3.92 | by 265 leading industrial companies show an 
100 Other Cities—$b..................... Dec. 6 7.99 7.61 7.75 5.57 | increase of nearly 3% over the like period last 

year. Most of the improvement is attributable 

INCOME PAYMENTS—Sb (cd) Oct se one ee 
Selosles & W (ed) " a pep nae as aa petroleum and automobile industries. Govern- 
alaries ages (cd).............. ct. : P ; , : : 
interest & Dividends (cd)... Oct. 080 1.29 0.82  0.55| Tent economists predict corporate profits of 
Farm Marketing Income (ag Oct. 2.45 1.95 2.25 1.21 | only $8 billion for next year, against $9 billion 
Includ'g Govt. Payments Oct. 2.48 2.01 2.28 1.28 | in the current calendar year. 

* * * 

CIVILIAN EMPLOYMENT (cb)m Oct. 52.2 52.2 §2.2 50.4 Corporate net working capital, exclusive of 

Agricultural Employment wg Oct. 8.8 8.7 8.4 7.7 | banks and insurance companies, reached a new 

Employees, Manufacturing (Ib) Oct. 15.7 15.9 17.2 13.6 | high of $44.3 billion on June 30. On top of this 
ue Ib a e4 4 oe Me was an accumulation of $1.8 billion in refundable 
; : . i taxes. The SEC estimates that net working 
ital will rise to $47 billion by the year-end, 

Oct. 154 156 170 141 — 

FACTORY EMPLOYMENT (ib4) ee 207 210 232 168 and adds a comment that the increase in net 
ve he te eer ica Oct. 113 114 122 120 working capital during the second quarter ap- 

FACTORY PAYROLLS (ib4) Sept. 313 314 328 189 proximately equalled retained profits. 


* * * 





Sent. 6 44.9 45.2 44.7 40.3 WPB estimates construction volume for the 
Sept. 6 103.1 101.6 99.3 78.) | current year at $3.84 billion and predicts that 
Sept. 6 46.25 45.86 44.39 32.79 | it will be somewhere between $3.15 billion and 
$4 billion next year, depending upon how soon 








Germany is defeated. 






































PRICES—Wholesale (ib2) Dec. 2 104.2 104.1 102.8 92.2 
Retail (cdib).... siicey Oct. 139.3 139.3 135.4 116.1 * * ¢ 
To speed output of munitons in which there is 
COST OF LIVING (ib3) Oct. 126.4 126.5 124.4 110.2 | a threatened shortage the WPB has suspended 
MBER aad ON A csccethcns Oct. 136.4 137.0 138.2 113.1 for 90 days further authorizations under the 
ae . Oct. 141.7 141.4 133.3 113.8 | "spot" plan for resumption of civilian produc- 
ent is a Oct. 108.2 108.2 108.0 107.8 | tion in tight labor areas. Previous authorizations, 
apenas = to the amount of $334 million, have not been 
See noise en aie revoked. The Board has authorized construction 
tail Store Sales (cd) $b.......... Oct 6.05 5.89 5.79 Rf . 
Durable Goods .................. Oct. 0.89 0.82 0.85 1.14 “ ate Oe Ee: ee 
Non-Durable Goods Oct 5.16 5.07 4.94 3.58 | Million. 
Dep't. Store Sales (mrb) $b... Oct. 059 054 055 0.40 ** * 
in Store Sales (ca)................ m 197 194 181 151 
Chain Store Sales (ca) Oct . . At the same time General Somervell warned 
industrialists not to look forward to relaxation 
MANUFACTURERS’ after V-E Day; since estimates of the cost of 
New Orders (cd2)—Total...___ Oct. 319 299 284 212 war against Japan have been hiked to $71 bil- 
Durable Goods —............__ Oct. 460 429 421 265 lion a year. 
Nen-Durable Goods —___.__. Oct. 229 215 197 178 
a arg i arm—me, Oct. 283 273 270 183 ss 
able Goods ..... oe Oct. 387 370 371 220 : 
ia aa a 209 198 191 155 Announcing that government loans by the 
U. S. have already been requested by several 
hate ‘ x ‘ 
BUSINESS INVENTORIE b ite ag Dean — a 
End ef Month (ed)—Total........ Sept. 27.8 278 284 267 ee ee 
teen a Sent. 17.2 17.3 17.7 15.2 | Act which prohibits private lending to countries 
Whelesalers’s Cis ; Sept. 4.0 4.0 3.9 4.6 | in default on American loans, should be repealed. 
Retailers’ ae Sept. 6.6 6.5 6.8 7.2 | Meanwhile Government loans abroad can be 
Dept. Store Stocks annie: Sept. 160 170 160 139 








handled through the Export-Import Bank whose 
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Latest Previous Pre- 
Wk. or Wk. or Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago —_— Harbor 
ViTY—1— Dec. 2 159.8 156.8 156.8 141.8 
ren a . Wiel eid ie 2 169.0 168.0 166.1 146.5 erin a Mr. Acheson believes, should be 
expanded. 
INDUSTRIAL PRODUCTION (rb3) Oct. 220 231 247 174 ee 3 
Durable Goods, Mfr... Oct. 342 344 374 215 : ; 
Non-Durable Goods, Mfr................. Oct. 169 169 179 141 ader its post-war program of planned _ 
4 808 760 ‘ an nen flation the Administration hopes to limit the 
CARLOADINGS—+—Total = ; bes 393 379 rise in living cost to 10% a year. There is talk of 
Manufactures & Miscellaneous... ec. 2 396 blishi Ay 
Mise. L. ©. L. ay Dec. 2 106 98 106 156 establishing $1 an hour as the minimum wage 
ES i ae Dec. 2 170 163 186 150 and the need for doubling our pro-war foreign 
GEM aac iiccscse ms orannnane Dec. 2 48 46 56 43 trade to maintain full employment. The two 
ELEC. POWER Output (K.w.H.)m Dec. 2 4,524 4,369 4,560 3,269 goals are mutually incompatible unless other na- 
—— tions inflate proportionately. Otherwise a high 
12 
SOFT COAL, Prod. (st) m Dec. 2 hog “a — — price level in the U. S. will call for export sub- 
Cumulative from Jan. |__ Dec. 2 577 565 544 466 i : : : : ‘ 
ae... Oct. 65.1 64.9 68.8 61.8 sidies, import tariff barriers and international 
ee cartels to control output and prices. 
Beng oy ily Dec. 2 4.71 4.73 4.38 4.11 * & & 
Guciien A een Dec. 2 80.43 79.63 69.91 87.84] - J 
Enel ol i ee Dec. 2 61.73 62.84 60.86 94.13 The Budget Bureau has prepared a "confiden- 
— tigger Dec. 2 45.83 47.10 44.45 54.85] tial report for Congressional and Treasury exports 
Heating Oil Stoch..................cc000 Bee rag ae ‘ ; Psi 
Dec. 2 554 497 605 632 whicn its sai © envisage a post-war tedera 
LUMBER, Prod. (bd. ft.) m Naw 3.8 41 4.1 12.6 | budget of at least $30 billion. This would in- 
Stocks, End Mo. (bd. #.) b............ \ : ; : : ‘ lud billion for i ene aka 
37 6.9% clude $6 billion for interest on a national debt 
STEEL INGOT PROD. (st.) m Nov. me SOT. 7° | of $300 billion, $15 billion for the Army and 
Gosudatio: 4 J Nov. 82.0 74.8 81.6 74.69 
umulative from Jan. 1... Navy, $5 billion for veterans’ benefits and $5 
ENGINEERING CONSTRUCTION billion for “ordinary Government expenses. 
AWARDS (en) $m _ : | a eee Pg ear Yield from preseni tax set-up, with a $150 billion 
Cumulative from Jan. bo... : ’ : ; national income is $47 billion. This includes $8 
billion from excess profits taxes and special 
yg sees oe gro Orders (st)t Dec. 2 190 110 178 165 war-time excise taxes of $1 billion lier the 
Anthracite Production (st} Oct. 5.59 5.44 5.36 3.83 ak a 
nthracite Production (st})m two latter and only $38 billion remains. Puzzle: 
Cigarettes, Domestic Sales—b | Oct. 19.8 20.0 yx do 17.1 
Whiskey Wik deawale (tax gals.)m | Oct. 6.1 5.7 5.3 8.1 try and balance the post-war Federal budget if 
Do., Stocks, End Mo. Oct. 333 341 399 506 the national income shrinks to $120 billion. 








ae —Chain Store Age, 1929-31—100. cb—Census Bureau. cd—Commerce Dep't. cd2—Commerce 
ate heen. Ourk btillons. cx Dep't., 1939-100. cdib—Commerce Dep't., (1935-9—100) using Labor Bureau & other data. 
dt a eal News-Record. !—Seasonally adjusted index, 1935-9—100. Ib—Labor Bureau. !b2—Labor Bureau, 1926-100. ib3—Labor 
Bureau, 1935-9—100. |b4—Labor Bureau, 1939—100. m—Millions. mpt—At Mills, Publishers & in Transit. mrb—M. W. S., using F. R. B. 
data. np—Without compensation for population growth. pc—per capita basis. rb2—Federal Reserve Board, adjusted _— > ae Mo.) 
1935-9—100. rb3—Federal Reserve Board, adjusted index, 1935-9—100. st—Short tons. t—Thousands. tf—Treasury & R. 
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Nigicok —————_1944  Indexes-——————___ | (Nov. 14, 1936, Cl—100) High Low Dec. 9 Dec. 16 
Issues (1925 Close—100) High Low Dec.? Dec. 16 100 HIGH PRICED STOCKS 73.26 62.77 72.86 73.26F 
283 COMBINED AVERAGE ..... 104.4 79.5 102.0 104.4G 100 LOW PRICED STOCKS 110.00 75.33 107.89 110.00G 
4 Agricultural Implements ... 178.9 148. 6 167.3 171.3. | 6 Investment Trusts 45.4 34.0 44.6 45.46 
9 Aircraft (1927 Cl—100) ... 163.2 118.5 150.8 153.5 3 Liquor (1927 Cl—100) ... 385.8 291.4 372.1 385.8R 
5 Air Lines (1934 Cl—100).... 580.2 421.9 567.6  580.2R 8 Machinery .... 139.4 = 105.2 138.4 139.46 
5 Amusement ee AGaek 68.2 83.7N 83.2 | 2 Mail Order ........... 101.0 82.5 100.8 101.06 
13 Automobile Accessories .... 183.9 119.0 180.8 180.8 | 3 Meat Packing pe Ss 70.8 55.5 708G 70.1 
12 Autemobiles 34.3 17.6 33.5 33.8 |! II Metals, non-Ferrous 150.4 116.4 140.7 145.2 
3 Baking (1926 Cl_—1!00) ... 15.0 12.9 14.0 14.2 cc (eee ae ene 20.0 12.9 19.5 20.0G 
3 Business Machines _............... 220.0 171.9 216.8 220.06 ; 22 Petroleum ...................... : 143.5 121.3 136.7 140.4 
2 Bus Lines (1926 Cl—100) 125.2 i01.9 122.5 122.1 | 19 Public Utilities 59.9 48.7 53.6 56.1 
BiGnemicals: 2 ccccicccccccc: | IFES 176.0 188.2 191.4 4 Radio (1927 Cl—1i00) __ 31.1 21.5 27.9 27.9 
4 Communication __.............----.- 78.3 57.1 70.2 722 1) 7 Railroad Equipment 71.3 51.5 69.0 71.3G 
12 Construction 2. 43.0 33.1 42.2 42.7 | 18 Railroads... 22.4 14.1 21.5 22.4G 
GitGonlamnere <...2..22 286.4 220.! 280.3 280.0 | 2 Shipbuilding 101.5 70.3 95.3 101.5A 
8 Copper & Brass ................. 75.0 62.5 70.8 WEP 6) OS Sete Dainks: 2... cece OM 305.2 389.7 392.2R 
2 Dairy Products .................... 48.0 38.6 48.0N 47.9 | 12 Steel & Iron : 82.7 65.7 80.7 81.8 
6 Department Stores _........... 41.6 28.2 41.4 41.66 | 3 Sugar _..... : 56.2 41.7 56.20 55.7 
5 Drugs & Toilet Articles ...... 113.3 81.0 111.3 112.8 | 2 Sulphur ........ 178.2 160.7 167.2 168.2 
2 Finance Companies ............. 248.9 216.1 229.6 222.4 | 3 Textiles —...... 57.6 48.0 56.6 57.3 
7 Food Brands _............... 141.7 123.1 135.1 135.6 3 Tires & Rubber 33.9 25.4 33.5 33.8 
PAEGOGSSROGRS: Succi cic se hectic 55.0 46.5 54.7 54.9 | 4 Tobacco ._._..... 74.2 60.2 68.5 67.7 
4 Furniture 83.1 56.4 ~ 79.2 78.3 | 2 Variety Stores _.... 259.3 219.7 257.3 258.1 
3 Gold Mining 1075.2 879.8 937.3 930.0 | 21 Unclassified (1943 C!.—100) © 136.4 98.7 135.2 136.4A 





New HIGH since: A—1943; F—1938; G—1937; O—1929. R—New all-time HIGH. 
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Trend of Commodities 


Beginning with the current issue we are presenting in 
the graph and table below The Magazine of Wall Street's 
weekly index of Raw Materials Spot Prices. There are 14 
components in this index—5 metals, 3 textile fibres; wheat, 
corn, sugar; hides, rubber and petroleum. Owing to its 
composition it is obvious that the index, even in peace 
time, will not fluctuate over so wide a range as the ad- 
joining futurés index made up largely of farm commodi- 
ties. On Aug. 26, 1939, the week before war was de- 
clared in Europe, our Raw Material Index stood at 63. It 
had risen to 85 (35%) by Dec. 6, 1941, just prior to Pearl 
Harbor. From Pearl Harbor to date the additional rise 
has been only 13.8%, which speaks well for the Govern- 
ment's efforts to limit inflation. Under leadership of wheat, 


for which ceiling prices have just been jumped 4 cents, 
form commodities have rallied sharply since our last issue 
to within less than 1% of the war-time high. Under the 
Administration's program of "planned inflation" it looks as 
though commodity prices will continue to advance, gradu- 
ally and irregularly, for some time to come. Flour ceiling, 
and production subsidy of 19 cents a bushel, will remain 
unchanged for the remainder of the year; but the latter 
will be raised on Jan. | to conform with the higher ceilings 
on wheat. The CCC foresees a sugar shortage for the 
rest of the war until Java can supply Europe and the Phil- 
ippines America. Sugar quotas of candy and beverage 
producers for the first quarter have been cut 12!/,%. It 
looks like a long wait until the return of adequate supply. 
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U. S. DEPARTMENT OF LABOR INDEX OF 26 BASIC COMMODITIES 
Spot Market Prices — August, 1939, equals 100 


Date 2 Wk. 1 Mo. 3 Mo. 6 Mo. I Yr. Dec. 6 
Dec.9 Ago Ago Ago Ago Ago 194! 
182.9 181.5 183.0 182.2 182.2 177.5 156.9 
168.7 168.7 168.7 168.6 168.4 168.0 157.5 
192.7 190.3 192.9 191.5 191.8 185.7 156.6 


28 Basic Commodities ...... 
11 Import Commodities... 
17 Domestic Commodities 
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Average 1924-26 equals 100 


1944 1943 1942 1941 1939 1938 1937 
RGN 98.13 96.55 88.88 84.60 064.67 54.95 82.44 
EN eee eetiogee-stsees soe 92.44 88.45 83.61 55.45 46.50 45.03 52.03 
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Date 2 Wk. 1 Mo. 3 Mo. 6 Mo. | Yr. Dec. 6 
Dec.9 Ago Ago Ago Ago Ago 1941 
7 Domestic Agricultural. 223.2 222.2 222.6 222.0 224.0 216.3 163.9 


12 Foodstuff 








vee 207.4 206.9 207.6 207.1 207.9 205.2 169.2 
16 Raw !ndustrials .......... 166.3 164.3 166.3 165.3 165.0 160.6 148.2 
RAW MATERIALS SPOT INDEX 
SEPT. OocT. NOV DEC. 
100 
_ ia 
— ee 
































14 Raw Meoterials, 1923-5 Average equals 100 


Aug. 26, 1939—63.0. Dec. 6, 1941—85.0 
1944 1943 1942 1941 1939 1938 1937 
Ft | ieee .. 97.6 96.0 89.1 85.7 78.3 65.4 91.5 
ROW ciesenconcnncoracivarnsesnes PREY O98 (Bi! 74:3 (6I4 S75 647 
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est sense, goes for most of the new 
products so frequently promised in 
glowing terms for the postwar era. 
Since most of them would merely 
substitute older products, their rapid 
and perhaps disorderly introduc- 
tion to the masses could be extremely 
unsettling. 

We all know how emergence to 
great popularity of rayon, for in- 
stance, has unsettled not only the 
cotton trade but our cotton growing 
South as well. Sudden introduction, 
on a large scale, of new. products, 
new materials, new conveniences and 
new processes could easily have 
comparable damaging effects in a 
multitude of directions, posing social 
and economic problems of the first 
magnitude. i 

The number of potential pitfalls 
is great indeed; so are the opportunt- 
ties for unsettlement in the name 
of progress. Over-fast spending of 
the public’s war-time savings may 
for example set in motion trends 
and effects which we may have 
reason to regret for a long time. 

Cause and effect may do things to 
our social and economic organiza- 
tion which may be difficult to anti- 
cipate. Availability of cheap pre- 
fabricated housing may awaken in 
us the nomad spirit, undermining 
the stability that heretofore went 
with a fixed home. Television may 
do unpleasant things to the moving 
picture industry and the legitimate 
stage. The effects of air transporta- 
tion on merchandising is something 
that is only beginning to be ex- 
plored in business circles, yet it may 
lead to far-reaching shifts in habits 
and procedures. 

There can be no doubt that prog- 
ress, in every field, will create new 
patterns and new routines, new 
habits and changes in human be- 
havior. Because this is so, progress 
must be guided rather than hap- 
hazard, lest neglect of the human 
element lead to deplorable social 
and economic consequences. 

This is not to imply that progress 
is undesirable. The contrary is true 
but progress must always be _bal- 
anced unless we want to destroy old 
foundations before new ones can be 
built. Without proper foundations, 
however, our whole economic and 
social structure would be en- 
dangered, a risk we can ill afford in 
this difficult age of ours. 

The moral for the investor? It 
can only be eternal watchfulness for 
progress in one field may spell decay 
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in another. New human behaviors 
arising from a multitude of causes 
may ultimately be translated into 
dollars and cents terms, as so fre- 
quently in the past, in surprising 


fashion. Understanding watchful- 
ness may minimize the surprise 
element. 





Corporate Earnings Poten- 
tials Under Revised War 
Outlook 
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limiting the year’s net decline in 
economic activity to fairly small pro- 
portions. Should Germany be beaten 
this winter, on the other hand, only 
the first quarter and perhaps a small 
part of the second quarter would see 
industrial volume maintained near 
peak levels, and the better part of 
three quarters of the year would be 
a slump period. As here used, the 
term “slump” is, of course, relative. 
Whatever the actual production re- 
quirements for war with Japan prove 
to be, they will be high enough to 
insure volume that would have been 
considered an unprecedented indus- 
trial boom—if we had not seen it still 
higher during the European war. 

Investors naturally are striving to 
relate the prevailing projection of 
longer war—and greater war produc- 
tion—to the outlook for corporate 
earnings and the stock market. It 
surely is not coincidence that recent 
strength in the market developed 
with the increasing emphasis on de- 
layed victory—which would propor- 
tionately postpone the time when the 
matter of reconversion will have to 
be grappled with—and that this ad- 
vance has been paced by the railroad 
group which in earning power and 
solidly improved financial position 
has been perhaps the outstanding 
war beneficiary. But, excepting the 
rails, there is not up to this writing 
any evidence of a decisive shift of 
speculative or investment preference 
to “war stocks” as a generality. En- 
thusiasm for the leading steels and 
for the coppers seems tepid, while 
aircraft equities have been persistent- 
ly lagging in recent weeks. 

Only time will tell whether the 
market is really “sold” on the idea of 
long war, high industrial production 
for the greater part of 1945, sustained 
corporate earnings very little dif- 
ferent from present profit levels. One 
swallow in the market, as elsewhere, 
does not make a summer. 

With so many “‘ifs” in the picture, 
to the writer it appears very question- 
able whether this possibly transient 
pyschology of longer war should be 


NOTE—jrom time to time in this space, 
there will appear an advertisement which we 
hope will be of interest to our fellow Amer- 
icans. This is number fifty-one of a series. 
ScHENLEY DtstILters Corp., New York 


Steamboat! 


Shades of Mark Twain, Tom Sawyer, 
and Huck Finn! Is that the “Robert 
E. Lee” comin’ round the bend? No, 
dear reader, it is twelve thousand tons 
of mixed war cargo handled by a tow 
of eight or ten barges. Such a tow, in- 
cidentally, is twenty-four times as great 
a load as the famous “Robert E. Lee” 
could have carried when she chugged 
along in her heyday, in the glamorous 
old days of river steamboats and show- 
boats. 





We stood on the docks at Lawrence- 
burg, Indiana, where one of Schenley’s 
principal distilleries is located—on the 
Ohio. The Ohio, an important inland 
waterway, is a prime factor in speeding 
the flow of essential war alcohol to the 
synthetic rubber and explosive plants. 
And other important distilleries situated 
principally in sections of Kentucky, In- 
diana, and Pennsylvania are close to the 
waterways which are making history 
again. Great fleets of modern riverboats 
are smashing bottlenecks in vital war- 
time transportation. 


There they go, these steamboats, 
downstream over the busy liquid high- 
ways, Carrying, besides, coal, coke, fin- 
ished steel, grain, flour, machinery- 
from Pittsburgh, Chicago, St. Louis, 
Cincinnati, and Minneapolis. From Wis- 
consin, Michigan, Illinois, and Indiana 
come minelayers, destroyer escorts, 
patrol vessels, landing craft, hard-hitting 
PT boats. Down the Ohio and Illinois 
rivers they go into the Father of Waters 
and out to sea and action. The Ohio, 
Illinois, Monongahela, Allegheny, Kana- 
wha, and Tennessee rivers reach into 
areas rich in natural resources. Indus- 
trial centers such as Pittsburgh, Cin- 
cinnati, Chicago, Louisville, Minneap- 
olis, St. Louis, and New Orleans are 
all linked by these precious waterways 
which have taken much of the trans- 
portation load from the ever-whirring 
and overburdened wheels of our rail- 
roads and trucks. 


What a thrill to this landlubber who 
stood and watched the river activity at 
its all-time high! We were thinking of 
VICTORY, while we hummed that be- 
loved, “... he jes keeps rollin’ along.” 


MARK MERIT 


of ScHENLEY DisTILLERS Corp. 


FREE—Send a postcard or letter to Schenley 
Distillers Corp., 350 Fifth Avenue, N. Y. 1, 
N. Y. and you will receive a booklet con- 
taining reprints of earlier articles on various 
subjects in this ‘series. 
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Every brilliant drop of Old 
Grand-Dad is fine bourbon at its 
glorious best. So treasure each 
bottle that comes your way 
during these times of shortages. 
We're doing our best to spread 
the available supply fairly. 
KENTUCKY STRAIGHT BOURBON WHISKEY 
100 PROOF ¢ BOTTLED IN BONI 
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National Distillers Products Corporation. New Yor 





permitted to affect investment deci- 
sions as to intermediate-term market 
potentials and as to the relative 
merits of different types of stocks. 
Some companies—and that goes for 
the more speculative rails—have pres- 
ent earnings so abnormally good that 
they can not possibly be maintained 
indefinitely. Some companies have 
much more dubious reconversion- 
period and post-war prospects than 
others. In trying to make prudent 
investment distinctions, what does it 
matter if peace in Europe may prove 
to be three or six months more dis- 
tant than most people thought a few 
months ago? It seems probable that 
varying market evaluations of | in- 
dividual stocks will continue to be 
based mainly, as long has been the 
case, on calculations or hopes of 
their peace-time earnings rather than 
on war profits. If this is true. the 
quesuon of whether the cutback in 
production after V-E Day is to he 
20 per cent or 50 per cent—and of 
whether Japan may be beaten in 
1945 Or in 1946—may have less influ- 
ence on investment policy and in- 
terim market potentials than some 
people presently imagine. 

In the accompanying tabulation 
we show earnings, expressed as per- 
centage return on net worth, for a 
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large number of stock groups for the 
years 1938 through 1943. Since net 
worth on the average has changed 
very little during the war period and 
since in each group there are enough 
companies represented to make the 
return figure typical, this is a true 
measure of war-time changes in cor- 
porate earning power. The instances 
of sharp distortion—up or down—as 
compared with the pre-war year 1939 
are particularly worthy of notice 
since they necessarily imply an ab- 
normality unlikely to be continued 
indefinitely. 

Some of the sharpest gains have 
been in rails, meat packing, sugars, 
cotton goods, woolen goods, and air- 
craft. Groups on which the recent 
rate of return seems abnormally low 
and capable of longer-term improve- 
ment include soft drinks, tobacco 
products, automobiles and mail order 
companies. Considering the huge ex- 
pansion -of volume, the moderate 
changes in percentage earned on net 
worth by the majority of groups since 
1939 is perhaps most notable of all. 





The Bank Stocks 
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tionships with the big corporations 
which in the past twenty years up to 
ihe outset of the war had _ been 
financing themselves mainly through 
the capital markets. In view of these 
mutually beneficial dealings, these 
corporations may elect to remain 
with the banks rather than utilize 
the facilities of the capital market 
after the war is over. In this con- 
nection, it should be kept in mind 
that the banks have a decided com- 
petitive advantage in that bank 
loans to large corporations are out- 
side the jurisdiction of the SEC. 

5. As war production is curtailed 
upon the conclusion of hostilities, 
banks in war centers, and in agri- 
cultural areas where the slackened 
demand for farm products is likely 
to affect the position of the farmers 
adversely, will in all probability lose 
deposits and will be forced to dis- 
pose of Government securities to 
meet this outflow. Banks in New 
York City and in other financial 
centers which had lost funds during 
the- war will most likely regain 
funds, as the distribution of bank 
deposits returns to the more normal 
peacetime pattern based on the re- 
gional flow of trade. The banks in 
New York will thereby be enabled to 
acquire the securities the interior 
banks will be forced to sell, and 
their earnings will consequently rise 
more rapidly than those of the bank- 


ing system as a whole. 

6. The funds to pay for Govern- 
ment securities and to make new 
loans will come from (1) the return 
flow of currency from circulation, 
(that is deposits in the banks of 
currency by business men and others) 
when the need for cash balances will 
be reduced because of lower payrolls 
and less active retail trade, and (2) 
from the inflow of gold from abroad 
as our foreign trade goes on a cash 
basis upon the discontinuance of 
Lend-Lease. 

The common stock issues of the 
more important New York City 
banks and a few of the larger out-of- 
town banks are analyzed in the ac- 
companying table. The wartime 
growth of the New York banks, as 
measured by the increase in total de- 
posits, was on the order of 30-40 per 
cent, and around 60 per cent for 
the out-of-town institutions shown. 
Where deposits have increased more 
rapidly, other factors aside from 
‘Treasury war financing are respon- 
sible including more aggressive man- 
agement, bank mergers and estab- 
lishment of additional branches. 

Although the growth in deposits in 
itself does not measure the growth 
in bank eanings owing primarily to 
differentials in the experience of 
individual institutions with respect 
to recoveries on assets previously 
written off as losses, the establish- 
ment of a higher level of deposits 
does mean, for most banks, a_per- 
manently higher level of net earn- 
ines before write-offs, losses and. re- 
coveries. And the importance of 
these latter factors as bank earning 
determinants should diminish rapid- 
ly in the future, as already noted, 
what with most of the banks report- 
ing 65 per cent or more of theit 
earning assets in Government secur- 
ities. 

It would appear from column g of 
the table that practically all the 
banks listed are currently employing 
all available funds in productive 
channels, and that there is therefore 
little opportunity of augmenting 
carnings by more intensified use of 
funds. As for stability of earning 
power as indicated by column g, the 
Corn Exchange Bank, the First Na- 
tional of New York, and J. P. Mor- 
gan appear to be in premier posi- 
tions. With 80 per cent or more of 
loans and investments consisting of 
Government securities it is difficult 
to see any falling off in the earnings 
of these institutions after the war. 

With so many of the banks almost 
investment trusts in Government se- 
curities, the selection of bank stocks 
as investments or speculations turn 
less on differences in the quality of 

(Continued on page 322) 
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PEACE BOOM AHEAD in 45? 


Have stocks already discounted defeat of Germany? 
Will huge pent-up demands, inflation, reconstruction 
needs cause substantial upswing despite Pacific conflict? 


| ITED’S Annual Forecast Report appraises what busi- 
ness men and investors may expect in the event of an 
early German defeat. It discusses the 1945 outlook for 
stocks, bonds, reconversion, corporate earnings and divi- 
dends, automobiles, retail trade, commodity prices, employ- 
ment, production, farm income and inflation. 


Will stocks reach 175 in the Dow-Jones Industrials? 
Are Peace Stocks the best buys, or do deflated War 
Issues offer better profits? What outlook for Rails and 
Utilities? Read the answers to these and other vital 
questions in the Annual Forecast of this 25-year-old 
research organization. 








QUIZ for INVESTORS 


UNITED'S 1945 Forecast will help 
you to answer these questions. 


—Will 1945 witness a strong 
Stocks victory market—such as fol- 
lowed World War 1? What are the best 
growth stocks . . . best “new product” 
stocks? Will inflation push prices higher? 


—Do junior bonds still offer 
Bonds good profit opportunities? Is 
it time to sell rail bonds? Are foreign 
bonds in an attractive buying position? 
Are utility issues overpriced? 

° —Will Ger- 
Reconversion ian defeat 
cause a temporary slump? How will con- 
tinued Pacific war affect reconversion and 
business profits? Will price controls hold 
profits to a minimum, or prove ineffective 
after Germany falls? 


Growth Industries 


—What outlook for aircraft, chemicals, 
metal fabricating, textiles, rubber, electric 
equipment? What individual stocks offer 
most attractive growth prospects? 


° efe,e —aAre 
Rails and Utilities «..:::. 
ued high earnings ahead for railroad 
stocks? Have utilities turned the corner? 
Do any Rails or Utilities qualify among 
the 20 most promising issues for 1945? 

° —Will you be 
Automobiles alte ad 4 
new car next year? How long will it 
take auto industry to reconvert? Will 
rationing of cars be continued? How 
many cars likely to be made in the year 
following Germany's defeat? Are auto 
stocks among the best buys for 1945? 








Check This Forecast Record 


Each year thousands of investors look forward to receiving this 
UNITED OPINION Report—the only Annual Forecast based on a 
consensus of the country’s leading business and investment authori- 
ties. For the past 10 years these Annual Forecasts—prepared by the 
unique UNITED OPINION method—have averaged 84% accurate 
during one of the most difficult decades in our economic history. 
In addition to clear-cut forecasts of vital business and financial 
trends, the Report presents— 


20 STOCKS TO BUY NOW! 


This year’s Annual Forecast, prepared by the same expert Staff using the 
same tested methods, is just as specific and definite as that of last year. It 
estimates the high and low for stocks in 1945. Like the forecast of last year, 
it presents our Staff Selection of the “Most Promising Stocks” for appre- 
ciation. This year these include: 


10 OUTSTANDING STOCKS FOR APPRECIATION. Included are issues 
with new peacetime products; easy reconversion stocks; deflated 
war issues with good peace prospects; companies benefiting from 
progressive new management; and low-priced stocks with possi- 
bilities of large percentage gains. 


10 SOUND STOCKS FOR INCOME AND GROWTH. High quality 
common stocks for backlog funds and attractive preferred issues 
for income and appreciation. 


{These 20 securities, in our opinion, offer investment opportunities similar 
to UNITED'S highly profitable 1944 selections.} 


An Outstanding Record 


Last year’s selection of 20 outstanding stocks shows a gain of 31% compared 
with only 11.5% in the Dow-Jones Industrials in the same period. Individual gains 
ranged as high as 97%. Included were such outstanding performers as American 
Locomotive up from 12 to 22; National Sugar at 17, sold at 23; Standard Gas & 
Electric $7 Pfd. at 40, sold at 79; Zenith at 30, now 39; Lerner Stores at 33, now 57. 


UNITED'S “’20 Most Promising Stocks for 1945’ have been selected from more than 100 active issues rated by the 


country’s leading investment authorities as outstandingly attractive. Send for your copy now. 


Yours with Special 6 Weeks’ “TRIAL” 


To introduce the many valuable features of UNITED Forecasts to new readers, we will send the complete UNITED 
SERVICE for six weeks, together with this valuable 12-page Annual Forecast Report with its list of “20 Most Promising 
Stocks for 1945.” Act NOW! Take advantage of this timely offer. Pin $2 to this ad. Fill in name and address and mail NOW! 


Mail the Coupon for 6 Weeks’ Test—NOW! 


UNITED BUSINESS and 
INVESTMENT SERVICE 


210 Newbury Street, Boston 16, Mass. 


Backed by a 25-year record of success—serving largest 
clientele of any investment advisory service in the country. 
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. United Business and Investment Service 

: 210 Newbury Street, Boston 16, Mass. 

‘ , ° . . P 

: You may send me, without further obligation, your complete Service 
H for 6 weeks; also your Forecast for 1945 with list of 20 Most Promising 
~ Stocks. I enclose $2 in full payment. 

1 

‘ Name . 

i 

‘ Address ... 

’ 

' 

2 


MW-43 


(Please print name and address.) 
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DIVIDEND NOTICES 








The Chesapeake and Ohio Railway Co. 


An extra dividend of fifty cents per share on $25 par 
common stock will be paid December 26, 1944, to stock- 
holders of record at close of business December 8, 1944. 

A dividend for the fourth quarter of 1944 of seventy- 
five cents per share on $25 par common stock will be paid 
January 2, 1945, to stockholders of record at close of busi- 


ness December 8, 1944. 


Transfer books will not close. 


H. F. Lohmeyer, Secretar 





MINERALS & CHEMICAL 
CORPORATION 


General Offices 
20 North Wacker Drive * Chicago 
* 

On November 30, 1944, the 
Board of Directors declared the 
regular quarterly dividend of 
one dollar ($1.00) per share on 
the 4% Cumulative Preferred 
Stock, and fifty cents (50c) per 
share on the $5.00 Par Value 
Common Stock, payable Decem- 
ber 30, 1944, to stockholders of 
record at the close of business 
December 18, 1944. Checks will 
be mailed. 


ROBERT P. RESCH, Vice President 
and Treasurer 


* 


MINING AND MANUFACTURING 


PHOSPHATE + POTASH® FERTILIZER» CHEMICALS 





LOEW’S INCORPORATED 


“THEATRES EVERYWHERE" 
December 7, 1944 
HE Board of Directors on December 
6th, 1944 declared a dividend at the 
rate of 50c and $1.50 extra per share on 
he outstanding Common Stock of this 
Company, payable on the 30th day of De- 
cember, 1944 to stockholders of record at 
the close of business on the 19th day of 

December, 1944. Checks will be mailed. 

DAVID BERNSTEIN, 


Vice President & Treasures 








UNITED FRUIT COMPANY 
DIVIDEND NO. 182 


A dividend of one dollar per share on the capital stock 
of this Company has been declared payable January 15, 
1945 to stockholders of record at the close of business 
December 21, 1944, 


LIONEL W. UDELL, Treasurer 
















“Call for 
PHILIP MORRIS” 


New York, N. Y. 
December 5, 1944. 


Philip Morris & Co. ued., Inc. 


Aregular quarterly dividend of $1.0614 
per share on the Cumulative Preferred 
Stock, 4%% Series, and a regular 
quarterly dividend of $1.12% per share 
on the Cumulative Preferred Stock, 
412% Series, have been declared pay- 
able February 1, 1945 to holders of 
Preferred Stock of the respective series 
of record at the close of business on 
January 16, 1945. 

There also has been declared a regu- 
lar quarterly dividend of 75¢ per share 
on the Common Stock, payable January 
15. 1945 to holders of Common Stock 
ef record at the close of business on 
sanuary 2, 1945. 


L. G. HANSON, Treasurer 











THE ARO EQUIPMENT 
CORPORATION 


BRYAN, OHIO 


The Board of Directors has de- 
clared a dividend of Twenty- 
five Cents (25¢) a share on the 
outstanding Common Stock of 
this Corporation, payable Jan- 
vary 10, 1945 to stockholders 
of record December 30, 1944. 


L. L. HAWK 


Treosure’ 





— 12, 1940 














MARTIN - PARRY CORPORATION 


DIVIDEND NOTICE 


Upon authorization of the Board of Directors, the Ex- 

ecutive Committee has declared a dividend of fifteen cents 

(15c) on the Capital Stock of the Corporation, payable 

January 2, 1945 to — of record at the close of 
4, 


business December 20, 194 
T. RUSS HILL, President 








REMEMBER... 


United States War Bonds pay 


handsome dividends too! 


BUY... 


an extra Bond today! 
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management, the type of banking 
business specialized in (large corpo- 
rate accounts, or smal] accounts, no 
branches, or a few or many branche, 
large foreign business, etc.), and the 
kinds of loans normally made, than 
on the arithmetic of current earn. 
ings, dividends, book values, and 
market quotations. On the basis of 
the latter considerations (as well 
of course as on the former) it would 
appear that the most attractive issues 
are those of the National City Bank 
of New York, Chase Bank, Manu. 
facturers Trust, Bank of America 
(Cal.), and the First National of 
Chicago. J. P. Morgan, Bankers 
Trust, Public National, and Bank of 
Manhattan look equally good, but 
since they have only recently taken 
action to augment their dividends 
in one form or another, they may 
not have as bright prospects for ap- 
preciation. The First National of 
Boston is another particularly at- 
tractive situation. 


National City Bank of New York 
is the second largest bank in the 
United States, and serves big inter- 
ests and neighborhood small inter- 
ests through its 65 domestic branches 
in New York City. It does a ver 
large trust business through the 
wholly-owned City Bank Farmers 
Trust Company, and a very large 
foreign business which should in- 
crease and become an_ important 
income-producer in the postwar era. 
Income from loans has accounted 
for about one-fourth of gross income 
in recent years. This too should 
expand after the war in view of the 
bank’s leading position in small 
business and consumer loans. Net 
indicated earnings in the last two 
years (1943 and 1944) have been ab- 
normally high reflecting profits and 
recoveries from the sale of part ol 
its large real estate holdings and sub- 
stantial equity interests. 

Possibilities of further recoveries 
are considered good. Even after al 
lowance for nonrecurring income. 
the dividend on National City com 
mon will probably be earned thre 
times. The way is clear for increased 
dividends, and it is currently rumor 
ed that a stock dividend may be de 
clared. If so, it will have to awail 
the convening of stockholders since 
it is understood that proxies have 
been mailed out without recom 
niendation by directors with respect 
to any action on dividends. . Recent 
sale of properties indicates that real, 
izable values are in excess of bool 
values, and this fact together with 
substantial hidden reserves and_ the 
definitely higher level of operating 
income should pave the wavy fo 
stockholders action. 
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Chase National Bank, the largest 
banking institution in the United 
States, does a business similar to that 
of the National City, rendering a 
complete banking service. It is not 
quite the neighborhood bank that 
National City is, however, inasmuch 
as Chase operates somewhat less than 
half the number of branches that 
City Bank does. Chase’s earnings 
have exceeded dividends for many 
years, and as a result, despite transfer 
of large amounts to surplus, the 
bank’s contingency reserve rose to 
$10.8 million September go, 1944. At 
the end of 1933, this reserve 
amounted to only $6.5 million. 
During 1943, Chase disposed of sub- 
stantial holdings of common stocks 
of Home Insurance, West Indies 
Sugar, National Theaters, General 
Precision Equipment, ‘Twentieth- 
Century Fox common, and a block of 
Fox preferred. By the end of that 
year, holdings of miscellaneous stocks 
amounted to 3.5 million dollars. 
Sale of these shares may have been 
instrumental in increasing net indi- 
cated earnings after write-offs and 
recoveries to $5.09 a share in 1943 
and probably accounts for the de- 
cline in net for the twelve months 
ended September 30, 1944. Net 
operating income before nonrecur- 
ring profits, however, is estimated at 
10 per cent higher than in 1943. Ap- 
proximately 6g per cent of total 
loans and investments consisted of 
Government securities on September 
30, 1944, the average maturity of 
which was less than two years at 
the end of 1943. ‘The dividend will 
be earned almost g times in 1944, 
and the stock sells at a compara- 
tively low price-earnings ratio for a 
bank stock. 

Manufacturers Trust Company's 
business is akin to that of the Chase 
and National City in that Manu- 
facturers offers a thoroughly diversi- 
fied banking service and maintains 
67 neighborhood branches through- 
out New York City. In addition, by 
acquiring the Mortgage Corpora- 
tion’s business in 1941, Manufactur- 
ers has become a leading mortgage 
manager. During the war, the bank 
attempted to diversify more fully its 
loans by expanding credits to war 
industries. Formerly, Manutfactur- 
ers had been a heavy lender to the 
garment trade. The management of 
this institution has been unusually 
active and progressive. It was 
among the first banks in the city to 
establish a specialized loan depart- 
ment to handle personal loans, in- 
dustrial time payment, commodity, 
and accounts receivable loans. Net 
indicated earnings for 1944 appear 
to be the highest for several years 
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and to exceed dividend rate bv al 
most 2144 times. Unpaid German 
credits and claims have been either 
entirely written off or fully covered 
by reserves. 

Aggressive management under the 
guidance of the A. P. Giannini in- 
terests has made the Bank of Amer- 
ica the third largest commercial 
bank in the United States, the larg- 
est savings institution, the largest 
branch banking = system —_ (488 
branches), and the bank with the 
largest number of depositors and the 
largest number of borrowers. — Al- 
though much of the achievements 
of this bank may be attributed to 
the branch banking laws of Cali- 
fornia, the progressiveness of the 


management is indicated in the way 
the lending business of the Bank of 
America has been built up. The 
usual bank lending tradition of the 
straight line of credit loan to the 
business concern was early dropped 
by the management in favor of time 
payment loans to consumers, FHA 
insured loans and other real éstate 
loans. 

Loan income has dropped sharply 
relative to total income in recent 
years, from. 59 per cent in 1941 and 
1942 to 45 per cent in 1943. With 
the restrictions on consumer credit 
and on nonessential construction of 
residences, the income from loans 
must have contracted further in 
1944. The Bank has nevertheless 
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been able to maintain earnings at 
high levels. In 1944, a transfer of 
almost 14 million dollars from the 
reserve for war contingencies to un- 
divided profits has added almost 
$3.50 a share to net indicated earn- 
ings. Without this nonrecurring 
item, earnings in the twelve months 
ended June 30, 1944 would have 
been 11 per cent higher than in the 
calendar year 1943 rather than more 
than 100 per cent higher as shown 
in the table. Government securi- 
ties have now become the major 
asset of the bank. In view of the 
nature of this institution’s loan busi- 
ness and the aggressiveness of its 
management, it would appear that 
the postwar outlook for increased 
earnings from loans is bright. This 
increase is likely to come on top 
of a permanently higher level of in- 
vestment income from Government 
securities, even though some loss of 
deposits of this bank to the large 
eastern banks may develop after the 
war. 

The First National Bank of Cht- 
cago is one of the best managed 
banks in the windy city. It is the 
second largest in Chicago and the 
sixth largest in the country. One of 
the so-called loop banks, the First 
National offers a diversified banking 
business. Among the reasons for 
the comparatively high earnings of 
this institution is the emphasis 
placed on thrift accounts. Thrift ac- 
counts carry much smaller legal re- 
serve requirements (6 per cent) than 
do commercial and other demand ac- 
counts (20 per cent), and therefore 
permit a much greater secondary ex- 
pansion of deposits effected through 
expansion of loans and investments. 
In 1943 net earnings before write- 
offs and other adjustments reached 
the highest level in more than a 
decade. In 1944, they are expected 
to increase another 15 per cent. Net 
indicated earnings in 1943 and in 
the twelve months ended June 30, 
1944 have been swollen by special 
transfers of funds from reserves for 
assets previously written off to the 
undivided profits account. Before 
such adjustments, however, earnings 
on the common stock which carries 
a dividend rate of $8 a share are 
likely to exceed $16 a share. So 
favorable have been the results of 
operations in recent years that in 
December 1943, the First National 
of Chicago paid a 66 2/3 per cent 
stock dividend and at the same time 
increased its cash dividend. 

In selecting certain banks for 
separate discussion, it was not meant 
to overlook other institutions with 
equally good or almost as good 
prospects for higher earnings. Most 
of the banks in the analytical table 
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are in a position to augment their 
dividends on the basis of earnings 
for 1943 and 1944 (through Sep- 
tember 30). Among those with 
“equally good” prospects should be 
mentioned the First National Bank 
of Boston with net earnings either 
before or after write-offs, etc. the 
highest in that institution’s history, 
and J. P. Morgan with earnings four 
times the increased dividend rate. 
As customary, the yields on the 
bank stocks given in the table are 
low, and the price-earnings ratios 
high. In view of the fact that in 
most instances, net earnings of the 
banks in 1943 or 1944 are higher 
than in 1937 when bank stocks were 
about one third higher in price than 
they were in early December 1944, 
the current price-earnings ratios are 
still considerably below those ob- 
taining during the previous peak. 





Around the World 
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ternational Affairs. What they main- 
ly seek is modernization of agricult- 
ture with assurance of stable markets 
and some industrial development, all 
on a coordinated plan to be backed 
politically and financially by the Al- 
lies. 

They propose that the peasant 
leaders in the various countries agree 
on a plan for intensified farming 
with the aid of expert knowledge 
and modern machinery made avail- 
able through cooperative societies; 
that somehow, markets and _ price 
stability are secured both internally 
and externally, that transport should 
be improved, hydro-electric power 
projects developed and _ irrigation 
systems introduced. To take care 
of surplus farm labor inevitable in 
the wake of greater mechanization of 
the farming process, establishment 
of light industries is suggested. All 
that, of course, requires outside cap- 
ital and appropriate trade policies 
by outside nations. Significantly, 
therefore, the proposed program 
closes with the remark that “lib- 
eration will be complete only it 
our Allies are prepared to make with 
us a sustained effort of long-term 
reconstruction.” 

What prospect of materialization 
of such a program? Judging by past 
experience, the outlook is not en- 
couraging. America and_ Britain 
have never risked much capital in 
Central Europe because there was 
no assurance of political stability. 
The latter, after the war, is far from 
assured; political unrest today runs 
high and the situation may further 
deteriorate. Seventeen nationalities 


dwell in this agricultural _ belt, 
largely intermingled but seldom 
friendly; this explains why it was 
always a discordant group.  Ger- 
many, the region’s natural market, 
may have little buying power left. 
And casting its shadow over all of 
Europe is the new Russia with its 
dominant politica! position, likely 
to be translated into economic 
terms as well when the conflict is 
over. Russia, however, could hardly 
become a market for Central Euro. 
pean agriculture, except temporarily 
in the immediate post-war period. 

That market lies west and there 
it will clash with overseas products, 
with American, Canadian and _ Ar. 
gentine cereals and the numerous 
other products of the world’s great 
agricultural producing countries. 
Will America and Britain risk capi- 
tal to foster competitive agricul. 
tures in Central Europe? It seems 
hardly likely. The problem, I fear, 
will remain unsolved unless sim. 
plified by political action along lines 
hard to foresee. 





Roller Bearings 





(Continued from page 301) 

7-1 for Timken, 3.9 for the smaller 
company. If post-war volume is as 
large as was suggested earlier in this 
discussion, it may be difficult for 
both companies to reestablish pre- 
war ratios if they do no financing 
and if their customary liberality in 
dividend policy is continued, as 
seems probable. It should be noted 
that the ratio cited for Bower in- 
cludes a V-type bank loan of $3,000,- 
ooo made solely for wartime working 
capital needs, and that without this 
the latest current ratio would be 
considerably over 6 to 1. 

Timken has paid unbroken divi- 
dends since 1921, possibly longer 
since that is as far back as records 
available to the writer go. Lowest 
payment was 70 cents in 1933. Cur- 
rent indicated rate is $2, yielding 
only 3.9 per cent. With the excep- 
tion of 1933, Bower has paid some- 
thing in each year since 1929, cur- 
rent indicated rate of $2.50 yielding 
5-7 per cent. 

Both stocks have a great deal in 
investment merit and_ purchases 
for income and appreciation ap- 
pear warranted in periods of mar- 
ket reaction. In the writer’s opin- 
ion, the present premium on Tim. 
ken is a bit too great and—taking 
lower price and higher yield into 
account, as well greater per cent 
earned both on invested capital 
and market valuation—Bower Rol- 
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ler Bearing is now the more attrac- 
tive of the two. Perhaps even greater 
statistical value—and certainly the 
largest yield of all three—are offered 
by Marlin-Rockwell but the writer 
can not favor over-the-counter com- 
panies which are very slow in_is- 
suing annual reports and which 
will have no truck at all with in- 
terim reports. 





Is Controlled Inflation 
Possible? 





(Continued from page 289) 


were no longer reduced. 

While it varies from year to year, 
long experience—not materially al- 
tered by any changes of recent years 
-suggests that the long-term rate of 
technical progress in the manufactur- 
ing industries, as measured by out- 
put per man-hour, is around 3 per 
cent a year. Obviously, then, this 
figure sets a proportionate limit on 
continuing wage increases if they are 
to be economically supportable. 

But even that is not the whole 
story. Factory workers normally 
make up less than one-fourth of the 
gainfully occupied population. If 
they got the entire benefit, in the 
form of higher wages, of an incre- 
ment of 3 per cent a year in output 
per man-hour, then capital would 
be deprived of the inducement to 
make productive investments and 
consumers would be deprived of the 
purchasing power increment which 
gains in manufacturing efficiency 
formerly made possible. 

One of the accompanying charts 
compares average hourly earnings in 
25 manufacturing industries with 
average output per man-hour, both 
put on an index basis 1939—100, for 
all years 1929 through 1943. In the 
depression years 1929-1932, though 
not exactly prospering, employers, of 
course, had the best of this equation. 
From 1929 through 1933, hourly 
earnings declined almost go per cent 
while output per man-hour increased 
nearly 10 per cent. 

In the single year 1934 (New Deal 
and NRA) hourly wages made the 


326 


remarkable jump of 18 per cent—a 
figure not subsequently equalled 
even in the war years—but still did 
not overtake the index of output 
per man-hour. By 1937 the position 
was reversed, with the hourly wage 
index 5 points above the index of 
output per man-hour. The spread 
increased further to 7 points, in favor 
of wages, in the depression year 1938. 
It has, of course, tended to widen 
sharply in recent war years. By 1942 
it was 16 index points higher for 
hourly wages than for per man-hour 
output, and for 1943 it was 22 index 
points higher. As compared with 
1929, the 1943 index of output per 
man-hour was 57 per cent greater, 
the index of hourly wages about 70 
per cent higher. As compared with 
the pre-war year 1939, the end of 
1943 found the latter index 40 per 
cent higher, against an increase of 
only 18 per cent in output per man- 
hour. 

In the ten years 1929-1939 average 
output per man-hour increased at 
an average annual rate of about 3.26 
per cent. In the four years 1940-43, 
reflecting both exceptionally rapid 
innovation in production techniques 
and the commendable war-time 
speedup of effort by the average 
worker, the annual rate of gain was 
about 4.5 per cent, but average an- 
nual rate of increase in hourly earn- 
ings was about 10 per cent or more 
than twice as great. 

On the figures cited here it appears 
that average wage rates in manu- 
facturing have “discounted” future 
increases in producing efficiency by 
nearly five years if we assume con- 
tinuance of gain in output per man- 
hour at the high war-time average 
rate of 4.5 per cent a year; by over 
six and a half years if we assume 
future gain in efficiency approximat- 
ing the average of 1929-1939. 

It is open to serious question, 
therefore, whether a further rise in 
hourly wage rates after defeat of 
Germany would have the stimulating 
economic effects which its propo- 
nents promise. Other things being 
equal, it would discourage venture 
investment, encourage investment 
aimed at saving as much labor as 
possible in existing plants, limit em- 
ployment opportunities. But other 
things are not equal. With continu- 
ing war against Japan, the Govern- 
ment will stili be a huge buyer of 
the output of indusiry, and taxes 
will remain high. For both reasons 
the major part of the cost of eco- 
nomically excessive wages will con- 
tinue to be absorbed by the United 
States Treasury, and not until we 
have a full peace economy would 
the deflationary effects of our over- 
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high wage costs visibly come home 
to roost again. 

For a period of perhaps one to two 
years after victory in Europe, de- 
mand for consumer goods probably 


will remain out of balance with 
supply. The problem will not be 
lack of consumer purchasing power 
but deficient supply of goods. Other. 
wise, why is the Administration 
warning that the defense against in- 
flation must be maintained until 
supply can be reasonably balanced 
with demand? But if this is correct 
the idea of further raising wages w 
stimulate purchasing power is in. 
consistent and paradoxical. If the 
economic prospect after V-E Day ie 
so deflationary that we must plan to 
increase wage rates as an alleged 
offset, why do we need to continue 
price ceilings? On the other hand, 
if the continuing danger of inflation 
is so great that we must keep price 
ceilings, why must wage stabilization 
be abandoned as an anti-deflation 
measure? We will let somebody in 
Washington answer these questions, 
for the writer can offer no answers 
that make sense. Although there is 
room for difference of opinion as to 
whether the greatest pressure after 
V-E Day will be inflationary or de- 
flationary, it would seem undeniable 


that it can not be both. 
Some of the advocates of “‘con- 
trolled inflation” contend that we 


must have a higher price level in 
order to create the dollar volume of 
national income necessary if the vast 
Federal debt is to be tolerable and 
supportable. But higher prices of 
themselves can raise the real income 
only of producers of primary com- 
modities. Prosperity is not really 
measured in money but in the things 
money will buy. Today there are 
fantastic quantities of money cir- 
culating in Greece and China—but 
no prosperity; on the contrary, dire 
poverty. The ideal price level is 
neither high nor low but one in 
which there are the fewest inequali- 
ties and the least unbalance; and at 
which the maximum volume of 
goods and services will move into 
consumption. 

The fact that “controlled inflation” 
has not got out of hand during the 
war does not prove that control can 
be indefinitely successful, for our 
people have more or less cheerfully 
accepted control measures in war- 
time which never would be long tol- 
erated in a political democracy after 
peace is attained. What we will need 
in peace is high production and em- 
ployment. To put the emphasis on 
arbitrary wage-raising and = “con- 
trolled” price inflation is to put the 
cart before the horse. 
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Burlington Mills vs. 
United Merchants 





(Continued from page 309) 


over-all 
relative position 
has been substantially improved 
since 1939. Probably this is impor- 
rantly accounted for by the differen- 
tial in its favor with respect to war- 
ime gain in net working capital 
and book value. It seems very doubt- 
ful that, within the foreseeable fu- 
wre either stock will return to such 
ow price-earnings ratios as fre- 
quently prevailed during the years 
vefore the war. It also seems im 
probable that, on peace-time earn- 
ings, the divergence in future price- 
armings ratios will be as untavor- 
ible to United as was the 
ore the war. 
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is big rise in war-time 
warket price provided 
\s a result, it 
nder-valued 

ore the war. 
Both companies are 
und, with an edge 
hurlington. Working 
hown by latest 
heets was 3.7 for 


spec- 
until 
earnings and 
“advertising.” 
relatively more 
Burlington — be- 


Was 
ihan 


financially 
in tavor of 
capital ratio 
available balance 
surlington, 2.1 for 
mitted. In the pre-war vear 1g3g. 
i was 2.4 for Burlington, 1.5 fo 
nited. An improvement in finan- 
ial liquidity during the war period 
contrary to general industrial ex- 
krience and, considering the very 
ge expansion in volume of sales 


1 these two instances, is a rather 
otable achievement. This impres- 
ion is heightened by further in- 


pection of key balance sheet items. 
or instance, the ratio of inventory 
)total current assets of Burlington 
only 45.8 per cent, a sharp decline 
om 61.9 per cent figure at the end 
(1939; while for United it is only 
1.7 per cent, a slight increase from 
per cent figure of 1939. ‘The 


»far-time improvement in the ratio of 


ish to total current liabilities is 
jually notable in both instances. 
br Burlington this is 86.3 per cent, 
kainst 19.7 per cent in 1939; for 
nited it is 53.6 per cent, against 
42 per cent in 1939. 

Depreciated plant and equipment 
count of Burlington increased 
nce 1939 Only from $8,754,000 to 
1,686,000; for United only from 
1320,000 to $8,727,000. Net work- 
g capital of Burlington is well 
er twice its property account, that 


ECEMBER 23, 1944 





status—-or 

















REPRESENTATIVES 





United 
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nearly three times 
Reserves (excluding tax ac 
— since 1939 from 
$126,000 to $1,400,000 for Burling 
ton; from cen 5,000 to $1,750,000 for 
United. Over the same period sul 
plus account increased from S12 
398,000 to $25.314,000 for Burling- 


ton; from $7,471,000 to 318,444,000 
lor United. Thus, both companies 
are in good financial condition to 


meet the difficulties and opportuni 
ties of the post-war world. 
Burlington’s indicated $2.10 divi- 
dend yields 5.3 per cent at current 
market price; United's cash dividend 
of $2 yields 4.7 per cent but it also 
paid 10 per cent stock dividend 
this year. Dividend policy of both 
has been highly conservative, not 
only because of war-time working 
capital needs but because growth of 
demand for rayon, and long-term 
capital expansion to serve it, have 
required a policy of relatively heavy 
“ploughing back” of surplus carn- 
ings. On an average the past 
decade, neither company has_ paid 
more than one-third of earnings. 
With greatly improved financial 
positions and with plant expansion 
needs probably less urgent for near- 
by vears than formerly, it appears 
likely the future ratio of dividends 
to earnings will be nearer the pres- 
ent levels than the pre-war aver- 
age. Reasonably good current yields, 
plus a plough- back policy which 
builds up intrinsic values over the 
years, suggest possibilities of sub- 
stantial long-term appreciation. 
However, both stocks at current 
prices are far removed from bargain- 
counter levels and purchases should 
be considered only on substantial 
reaction. The more conservative 
choice obviously is Burlington Mills, 
though somewhat greater specula- 
tive atraction may attach to United 
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Timely Suggestions 





(Continued from page 298) 
redemption date, into 114 common 
shares for cach preferred duane held. 
Certain provisions protect the con- 
version privilege against dilution. 
The company earned $11.98 on the 
convertible preferred in 1943 as com- 
pared with $11.68 in 1942. In the 
first 26 weeks of 1944, earnings were 
46.09 as compared with $6.84 for the 
same period of 1943. While the in 
dicated income vield based on a 
price s2l is only 4.48%, the 
conversion feature makes this pre 
ferred stock an attractive specula 
tion. 

READING CO. This company’s 
1.425 miles of railroad provide in- 
LeTSI Ve ige of that highly de 
veloped region within a 100 mile 
radius of Reading, Penn. The prin- 
cipal terminal is Philadelphia, but 
the company has_ stock control of 
Jersey Central, affording harbor and 
terminal facilities in the New York 
City area. Allentown, Bethlehem 
mad other important steel producing 
ind =omanulacturing centers are 
served directly, as is the anthracite 
mining regions northwest of Read 
ing. Relative stability of earnings 
has made for of a healthy financial 
position. Debt reduction is being 
accelerated from wartime earnings 
and maturities of the next decade 
should give little trouble. The 5% 
non-cumulative second _ preferred 
siock, par value $50, is junior to the 
1% non-cumulative first preferred 
stock and there is a conversion privi- 
lege which provides that the com- 
pany may, at its option, convert the 
second preferred stock, one half into 
first preferred and one half into com- 
mon stock. Dividend requirements 
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on the second preferred were cov- 
ered 6.3 times in 1943 as compared 
with 8.4 times in 1942 and 4.8 times 
in 1941. Dividends have been paid 
continuously on this second pre- 
ferred stock since 1903 or for 41 
years. Incidentally, the common 
stock of this company has paid 
dividends continuously since 1905. 
The second preferred appears to be 
an attractive purchase at current 
market price of 33 and the indicated 
income yield of 6.06% is liberal. 
However, to investors interested 
primarily in building up capital, we 
would point out that this stock sold 
as low this year as 2714, showing 
that market price is subject to fluc- 
tuations. 

The search by investors for income 
over the past few years has greatly 
accelerated in recent months and 
the rise of many securities to new 
high levels tended to pare yields 
quite drastically when compared, 
for instance, with 1942 returns. In 
the foregoing tables we have shown 
that some fairly substantial yie!ds 
are still to be had on fairly good 
grades of preferred stocks but at the 
rate some have been advancing in 
recent weeks, lower yields are in 
sight. 

In another table, the steady down- 
ward trend of yields for various types 
of securities is graphicaly illustrated. 
Shown are yields on May 1942, about 
the time when the averages were at 
their bear market lows and the start 
of the present bull market was not 
far off. Since then, yields narrowed 
consistently through 1943 with cur- 
rent returns the lowest in over two 
years. 





As I See It 


(Continued from page 279) 
we know that our political philoso- 
phy is realistic—for it has produced 
the greatest good for all the people 





in a way that has never been 
achieved by any other system. 
Instead of attempting to play 


power politics, labor should try to 
spread our tried and proven system 
of government among the other 
workers of the world, helping to 
raise the standard of living every- 
where and banishing that spectre of 
poverty and want that is presently 
terrifying teeming millions into sub- 
servience. 

But constructive labor leadership 
can do even more than that. It can 
unite internationally to stop wars 
so that in the future, instead of 
being a pawn in the game of power 
politics, it can be master of its own 
fate and bring hope to a weary and 
disillusioned world. 
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Answers to Inquiries 





(Continued from page 314) 
Hold These Stocks? 


“IT have just received a letter from 
Western Union Telephone & Telegraph 
Co. stating that it is going to return my 
Gold & Stock Telegraph Co. and Pacific 
&* Atlantic Telegraph Co. shares and 
that they are not going to issue the West- 
ern Union 4% bonds they had planned 
to give for these shares. Is there any- 
thing new on these and should I continue 
to hold them.” 


—E. B. A., Walton, N. Y. 


The shares of Pacific & Atlantic 
Telegraph Co. are dealt in through 
the “Over-the-Counter” markets and 
the latest quotation is reported as 
1614 bid and 171% asked while Gold 
& Stock Telegraph is traded on the 
New York Stock Exchange and is 
selling around $175.00 per share. 
This latter stock has advanced from 
a level of $125.00 per share since the 
decision of the New York State Su- 
preme Court was announced. It is 
more than 100% above the low of 
1944, the yield is only about 3.4% 
and we believe you might well make 
a sale of the Gold & Stock shares 
since you can find attractive issues 
that bring in a more generous return. 

As to Pacific & Atlantic Telegraph 
Co., these shares have not expanded 
rapidly in price as has the Gold & 
Stock for it was offered $17 in new 
bonds of Western Union as com- 
pared with $130 for Gold & Stock so 
that we may state the relative value 
of Pacific & Atlantic as 17/130 of the 
value of Gold & Stock or about $25.00 
per share and since the present price 
is only about 2% of its relative value 
we would continue to hold it for 
possible price appreciation. 


Hold Textron Bonds? 

“A short time ago I purchased $10,000 
Textron Inc. 5% debenture bonds due 
1959 which have warrants attached that 
will permit me to buy common stock until 
1947, the price changing each year. My 
broker tells me that the warrants are 
quoted around 2 and I assume he would 
like to have me sell them but retain the 
bonds. What would you advise?” 

—N. S. B., Newark, Del. 

If one of your objectives is appre- 
ciation we believe you should retain 
your Textron bonds and keep the 
warrants for the bonds with warrants 
attached are quoted around par while 
without the warrants they are quoted 
around gz. As it stands now such 
value as exists for the warrants is 
represented by the fact that they are 
a call on the stock at $12.50 to Sep- 
tember 1945, $15.00 to September 
1946 and $17.50 to September 1947. 
If the stock were to sell at $17.50 in 
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1945 the rights would have an actuaj 


value based on the difference be 
tween the prices of $12.50 and $17.5 
plus any premium that one might 
care to pay against the chance thai 
the shares would sell higher than 
$22.50 in 1947. 

Textron Inc. was formerly know 
as Atlantic Rayon Co., which in tun 
was previously known as Franklip 
Rayon. Its chief business is the pur 
chase, process and sale of rayon fab 
rics and gains from operations sinc 
1940 have been substantial. In 1940 
operations showed a deficit of 1; 
cents per common share while the 
profits reached $2.23 per share at th 
end of 1943. If one were to estima 
the value of the common stock a 
only ten times earnings then it 
would figure to be worth over $22.% 
per share. Capital structure is mod 
erate being composed of $2,195,00 
in bonded debt, $5,076,000 _ pai 
value of preferred stock and 221,60 
shares of common stock. 


Sell Schulte Preferred 


“Last year I bought some Schulte Pfi 
after writing you for information on thi 
company. It has advanced over 50% 


and has paid me $15.00 per share ir 





dividends while I believe there are stil 
about $5.00 per share of unpaid dividends 
As the common is selling about 3% th 
prefered ought to be worth about 75 bu 
with so much speculation in the markei 
am inclined to sell out and take m 
profit.” 

—D.R.R., Avalon, N.] 


We are inclined to think it woul 
be a cautious act to accept you 
profit on the Schulte preferred eve 
though its market action is ver 
good. You may have noticed that th 
Securities Exchange Commission | 
planning to conduct an exhausti\ 
investigation into the trading pra 
tices in Park & Tilford shares. It s 
happens that one or two of the firm 
that were quite active in Park & Ti 
ford were also interested in tl 
Schulte stocks so that some advers 
publicity might be forthcoming tha 
might temporarily affect the marke 
action of the Schulte shares. How 
ever, it is interesting to note tha 
both Park & Tilford and Schult 
stocks have been higher since the pr 
posed investigation was announce 
which would justify one in assumin 
that nothing of a serious nature wa 
in prospect. At the same time on 
cannot measure the public psycho! 
ogy accurately so that it is just 4 
well to take a profit when it is 4 
large as yours. H a sharp declin 
should occur one can always repul 
chase the shares when conditiom 
look good while H the price hol 
up one can forget the situation an 
hunt for something else. 
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“| INCOME plus PROFIT 
175 US 
night 
that 
than : M . 
These two aims are compatible—both can be attained 
now! ; 
tur: 
nklip 
pul 
» fab ot ' ; , ; 
sing : ANY investors indicate that they are unde- times-earnings basis, as do the shares of a concern 
1940 cided whether to seek income or capital growth in where a liberal dividend policv has always been 
of 1 their market activities. the rule. 
they Income is a strong sustaining factor, particularly in Also, the ability of a company to continue divi- 
. the dull markets. Growth of principal is essential to dend payments regardless of whether or not they 
+a steady investment progress. are fully earned, doubtless is a factor in cushioning 
nit Where an ample retirement fund has been built, declines in market value during recessions. 
22,0 we advise that efforts be concentrated on conserving Ree eee oe ee : ' ; 
mod it while maintaining appropriate income. If suffi- Discriminating Selection Essential 
5 001 cient capital has not yet been accumulated for retire- Some investors, seeking a large income, have chosen 
pai ment, we endorse the combined aims of income plus securities for their high yield—without realizing 
profit. that the very size of the return was a warning of 
Two Aims Closely Linked Today sanaeiataaia cian a : 
. : Sa . ; Purchase of such issues has often been followed by 
e Pfi Corporate income is vital ha the attainment of both a decline in value several times offsetting the amount 
im this aims. But, aerees ne hgures must not be of income received. In some cases, dividends were 
Rs. ea at = Pompe — co —_— weigh reduced or deferred after the stock was.purchased— 
e Stil ; : es, aa making it doubly unproductive. 
Sos processes and newly developed materials for use in 
4, th the postwar period. Our tax structure will be re- Sound Changes Advisable 
75 bu vised ; labor, political and economic changes will be A “do nothing” policy can prove costly at a thse 
rket numerous. : ees ate ge is 
i i ror A 6? = when industrial, political and economic conditions 
Keen discrimination must be used to assure rep- are changing. Some securities which were attrac- 
N.] resentation in those securities where taxes and profit- tive six months ago should now be sold. ; 
voul restrictions will not work a hardship—where gen- Portfoli visions now can prepare vour account 
val erous income payments will be forthcoming. Those Bis _ si ee a by “8 ” es ee 
evil same situations will offer strong profit prospects. aot Se SO, ee ee ee ee oe 
} meet vour needs and by concentrating in those se- 
+ ti Dividend Policies Affect Prices curities with the best immediate prospects for sound 
on | Some managements reiterate a policy opposed to an growth. 
StI increase in dividends, even though income might be As a first step in initiating a sound program for 
pra ample to support added disbursements. Shares of income plus profit, we invite you to accept the invi- 
It s such companies frequently fail to sell as high on a tation below. 








THOUT obligation on your part, 
tial, preliminary review of your portfolio if it exceeds $20,000 in value 


we offer to send you a confiden- 
commenting 


frankly on its possibilities for capital growth, its income factor and its diversification. 
Your least favorable issues will be specified, with reasons for selling. Merely send 
us your list of holdings and objectives in as complete detail as you care to give. 
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reLtOW AND LIGHT As a PERFECT MORNIN 


| eset your toast for “45. . you ll 
enjoy it more with SCHENLEY Re serve 
Its bright morning taste... rich, mellow, and 


satisfy pox TT we la SCHENLEY Reserve the 
right whiskey for the New Year. 


BUY and HOLD WAR BONDS! 











- SCHENLEY 


a 
Blended Whiskey 6&6 Proof. The straight whiskies in this product are 6 years or more old: 
19 straight whiskey, 600°¢ grain neutral spirits. Schenley Distillers Corp.. New York City. 


A Product of SCHENLEY Distillers Corporation... THE HOUSE OF AGED WHISKIES 





